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PREFACE 


T: 


iHis  work  is  a  blend  of  analysis  with  a  record  of 
experience.  It  follows,  therefore,  that  I  am  in- 
debted to  many  persons,  both  in  the  realm  of  thought  and  in  the 
realm  of  action,  and  there  is  no  hope  that  all  my  debts  can  be  ac- 
knowledged individually. 

The  greatest  of  them  is  to  the  late  Ambassador  John  Gilbert 
Winant,  whom  I  served  as  economic  adviser  in  nearly  nine  years  of 
international  work.  The  dedication  of  this  book  conveys  but  imper- 
fectly my  sense  of  the  magnitude  of  this  debt.  Although  I  shared  his 
ideals  and  worked  in  close  harmony  with  him,  it  should  not,  of  course, 
be  assumed  that  he  would  necessarily  have  agreed  with  all  the  views 
expressed  in  the  following  pages.  It  will  be  understood,  also,  that 
the  references  to  him  are  related  only  to  the  particular  theme  of  this 
book  and  cover  only  a  small  part  of  his  astonishingly  diversified 
activities  in  public  life. 

To  the  Institute  of  Advanced  Study,  Princeton,  where  the  first 
draft  plan  of  this  study  was  made,  I  am  indebted  for  appointing  me 
as  a  member  in  1947,  and  to  Professors  Winfield  Riefler  and  Walter 
Stewart  and  the  late  Professor  Robert  Warren  for  profitable  dis- 
cussions during  my  stay  in  the  Institute. 

The  subsequent  development  of  the  study  took  place  after  my 
appointment  as  B.  Howell  Griswold  Jr.  Professor  of  Geography 
and  International  Relations  at  the  Johns  Hopkins  University.  But 
for  the  time  and  facilities  for  research  and  writing  which,  on  the 
initiative  of  the  late  Dr.  Isaiah  Bowman,  were  made  available  to 
me  by  this  appointment,  this  book  could  not  have  been  produced. 
Dr.  Bowman,  with  whom  I  had  already  discussed  postwar  plans 
in  1944  in  London,  showed  a  keen  interest  in  the  progress  of  the 
manuscript  up  to  the  time  of  his  death  and  was  particularly  helpful 
on  questions  relating  to  the  attitude  at  "top  levels"  towards  the  dis- 
memberment of  Germany.  I  am  indebted  also  to  a  number  of  post- 
graduate students  in  economic  geography  and  economics  for  the 
stimulus  of  many  discussions  on  postwar  economic  events. 

In  recent  years  my  outlook  on  international  trade  and  finance  has 
been  influenced  by  the  writings  of,  and  by  conversations  (which  be- 
gan in  my  prewar  Geneva  days)  with  Mr.  Folke  Hilgerdt,  formerly 


Vlll  PREFACE 

of  the  League  of  Nations,  now  of  the  United  Nations  Secretariat. 
In  his  Network  of  World  Trade  he  opened  up,  to  my  mind,  one  of 
the  most  promising  approaches  yet  made  to  international  economics. 
My  debt  to  him  is  particularly  apparent  in  a  chapter  included  in  an 
earlier  draft  dealing  with  the  period  beyond  that  to  which  later  it  was 
decided  to  limit  this  book;  nevertheless  the  outlook  in  parts  of  this 
study  has  been  influenced  by  his  approach  to  international  trade. 

For  the  laborious  work  of  typing  a  succession  of  draft  manuscripts 
I  am  indebted  to  Dorothy  Elliott,  Mary  Jane  Langrall,  Gladys 
Parker,  and  Frances  Young. 

To  my  wife,  Edith  Tilton  Penrose,  I  am  indebted  for  reading  and 
criticizing  the  successive  drafts,  notwithstanding  her  preoccupation 
at  the  same  time  with  a  manuscript  of  her  own — which,  however, 
absolves  me  from  the  obligation  to  add  the  customary  apology 
for  many  hours  of  silence. 

E.F.P. 
August  1952 
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INTRODUCTION 


The  Second  World  War  lasted  six  years  and  the 
end,  when  it  came,  was  not,  like  the  end  of  the 
First  World  War,  unexpected.  There  was  time  to  plan  for  the  peace, 
and  planning  began  early.  Some  of  the  plans  were  completed  before 
the  war  ended  and  were  quickly  put  into  effect,  saving  Europe  from 
starvation  in  some  areas  and  economic  breakdown  in  others.  But 
the  plans  and  preparations  as  a  whole  fell  far  short  of  what  was 
needed  to  restore  the  world  to  economic  health. 

This  study  seeks  to  determine  how  it  was  that,  notwithstanding 
the  warnings  that  might  have  been  taken  from  the  First  World  War, 
and  the  time,  the  energy,  and  the  resources  that  were  given  to  post- 
war planning,  economic  disaster  came  early  in  Germany  and  was 
narrowly  averted  in  1947  and  1948  in  the  rest  of  Europe.  It  is  not 
an  "academic"  study.  It  uses  no  technical  terms  and  trespasses  freely 
outside  economic  boundaries,  assuming  that  it  is  better  to  fall  into 
error  in  the  pursuit  of  a  trail  wherever  it  leads  than  to  remain  impec- 
cable by  staying  within  narrow  and  conventional  limits.  The  minds 
and  the  emotions  of  men  and  the  affairs  of  nations  are  not  to  be 
subdivided  into  compartments  corresponding  to  the  "subjects"  or 
"social  sciences"  into  which  it  is  now  fashionable  to  divide  academic 
studies.  These  pages  are  addressed,  therefore,  not  only  to  those 
whose  special  interests  lie  in  international  economics  but  also  to  gen- 
eral readers  who  are  concerned  above  all  with  the  means  of  avoid- 
ing in  the  second  half  of  the  twentieth  century  the  worldwide  dis- 
orders of  the  first  half.  Economic  measures  are  only  one  part  of  a 
comprehensive  remedy,  but  in  an  interdependent  world  international 
economic  harmony  is  one  of  the  conditions  of  international  political 
harmony. 

The  present  work  has  its  origin  in  two  memoranda.  The  first, 
which  is  reproduced  in  Chapter  VII,  was  written  in  April  1944  in 
the  United  States  Embassy  in  London,  at  the  suggestion  of  members 
of  a  visiting  State  Department  mission  on  postwar  questions.  It 
described  the  position  then  reached  in  postwar  international  eco- 
nomic planning,  pointed  out  the  gaps  that  remained,  and  suggested 
means  by  which  they  might  be  filled.  The  second  was  written  at  the 
Institute  for  Advanced  Study,  Princeton,  in  the  summer  of  1947,  just 
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after  I  had  left  Government  service.  It  was  an  extension  of  the 
first  in  the  light  of  events  between  1944  and  1947  and  was  intended 
as  a  basis  for  a  short  book  to  be  completed  within  the  year. 

The  death  of  Ambassador  Winant  in  November  1947  led  to  a 
change  in  these  plans.  Finding  that  the  Ambassador  had  scarcely 
begun  the  second  book  which  he  had  planned  to  write,  and  which 
presumably  would  have  discussed  at  least  part  of  the  economic  as 
well  as  the  political  planning  in  London  after  1941,  I  decided  to 
enlarge  the  scope  of  my  study,  to  trace  the  development  of  postwar 
international  economic  plans  from  their  origins  and  to  account  as 
nearly  as  I  could  for  what,  since  the  opening  of  1944,  had  seemed 
to  me  to  be  serious  errors  of  omission  and  a  faulty  sense  of  propor- 
tion in  the  planning. 

Any  writer  who  attempts  such  a  study  will  be  inescapably  in- 
fluenced by  the  position  and  circumstances  in  which  he  was  placed 
during  the  war  and  immediate  postwar  years.  This  both  sets  limits 
to  and  at  the  same  time  largely  determines  the  positive  contribution 
of  the  study.  Since  I  was  economic  adviser  to  Ambassador  Winant 
during  the  war  and  early  postwar  years,  this  work  inevitably  reflects 
for  most  of  the  period  a  more  detailed  knowledge  of  persons  and 
events  in  London  than  of  those  in  Washington  and  Ottawa,  which 
also  played  leading  roles  in  the  planning.  At  a  number  of  critical 
points,  however,  I  have  had  to  reconstruct  the  course  of  events  in 
Washington  from  records  of  personal  discussions  there  during 
visits  on  consultation,  from  information  derived  from  Ambassador 
Winant,  from  later  conversations  with  former  colleagues  in  govern- 
ment service  and  from  the  memoirs  and  records  which  have  been 
published  since  the  war.  Nevertheless  it  has  been  impracticable  to 
attempt  as  intimate  an  account  of  the  personal  aspects  of  the  develop- 
ment of  postwar  plans  in  Washington  and  Ottawa  as  of  those  in 
London.  The  gaps  should  be  put  down  to  limited  experience  and  not 
to  lack  of  appreciation  or  of  goodwill.  Much  of  the  inside  history  of 
Washington  can  be  written  only  by  those  who  were  there  during  the 
whole  of  the  war. 

The  historian  of  the  future  will  be  able  to  put  together  from  a 
variety  of  contemporary  accounts  and  interpretations  of  events  a  far 
more  complete  picture  than  any  contemporary  observer  can  hope  to 
produce.  But  the  stage  is  not  yet  fully  set  for  him.  Meanwhile  his  task 
will  be  lightened  and  in  the  end  his  account  will  come  closer  to  reality 
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if  some  of  those  who  observed  events  directly  from  various  points  of 
view  will  set  down  their  versions  while  their  memory  of  the  events 
is  still  clear.  Notwithstanding  all  that  has  been  written  there  is  still 
room  for  further  studies  of  the  detailed  circumstances  in  which  the 
important  decisions  on  postwar  questions  were  made.  The  present 
work  offers  some  new  evidence  and  interpretations  based  largely  on 
experiences  in  London  at  a  point  through  which  most  of  the  ex- 
changes between  Washington  and  London  passed. 

Since  my  central  thesis  is  that  the  economic  errors  of  the  peace 
were  the  outcome  of  omissions  and  a  faulty  sense  of  proportion  in 
planning  for  different  aspects  of  postwar  international  economic 
activities,  it  is  necessary,  for  purposes  of  exposition,  to  adopt  a  broad 
classification  of  these  activities.  For  convenience  I  have  divided  them 
into  three  main  categories,  among  which  there  is  much  overlapping 
but  each  of  which  embodies  a  distinct  function  and  type  of  activity. 
The  first  may  be  called  relief,  consisting  in  the  provision  of  consumer 
goods,  some  of  which  are  essential  to  the  preservation  of  life  and 
others  to  the  restoration  or  maintenance  of  working  capacity.  The 
second  is  reconstruction,  which  includes  the  restoration  of  stocks  of 
raw  materials,  the  supply  of  new  equipment,  the  rebuilding  of  de- 
stroyed or  damaged  areas,  and  the  reconversion  and  reorganization 
of  such  parts  of  agriculture,  industry,  transport,  and  finance  as  were 
deranged  or  retarded  during  the  war.  The  third  consists  in  permanent 
or  standing  measures  of  international  economic  organization,  de- 
signed to  meet  the  continuing  needs  of  international  economic  life  in 
times  of  peace. 

Another  category,  of  which  I  have  made  only  slight  use,  is  that 
of  rehabilitation,  which  may  be  taken  to  consist  mainly  in  immediate 
repairs  to  damaged  or  worn  equipment,  in  the  supply  of  spare  parts 
to  existing  equipment,  and  in  the  restoration  of  essential  services  as 
far  as  practicable  and  mainly  with  existing  equipment.  For  many 
if  not  most  purposes  rehabilitation  may  be  subsumed  partly  under 
relief  and  partly  under  reconstruction.  Nevertheless,  the  distinction 
is  occasionally  useful,  especially  when  scarcity  of  resources  limits  the 
scope  of  reconstruction. 

The  period  to  be  covered  by  the  study  and  the  form  of  organization 
of  the  material  raised  serious  difficulties  from  the  start.  As  I  wrote,  the 
events  of  the  postwar  world  seemed  to  be  confirming  the  criticisms 
made  in  the  memorandum  written  in  1944 :  but  at  the  same  time  an  as- 
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tonishingly  bold  and  statesmanlike  measure  was  taking  shape  to  meet 
the  gaps  in  preparations  for  the  postwar  period.  Absorbed  in  the  un- 
folding of  this  great  international  plan,  I  extended  my  study  beyond 
the  war  period  to  cover  the  important  events  of  the  first  five  years 
of  the  postwar  period  during  which  the  wartime  plans  were  tested 
by  experience.  But  this  swelled  the  manuscript  to  an  inconvenient 
length  for  a  single  book  and  led  to  an  uneven  treatment  of  the  two 
periods,  in  the  first  of  which  I  observed  events  from  inside  govern- 
ment and  in  the  second  from  outside. 

The  present  study,  therefore,  apart  from  a  few  paragraphs  in  the 
summing  up,  closes  roughly  at  the  position  reached  in  the  early 
months  of  1947,  when  the  full  effects  of  the  gaps  in  postwar  planning 
were  showing  themselves,  when  Britain  was  moving  toward  an  ex- 
ternal financial  crisis,  when  Western  and  Southern  and  a  large  part 
of  Central  Europe  were  in  sight  of  general  economic  collapse,  when 
the  European  Recovery  Program  had  not  yet  taken  definite  shape, 
and  when  the  international  economic  outlook  was  bleaker  than  at 
any  time  since  the  fighting  had  ceased  in  Europe.  The  turn  of  the 
tide  began  later  in  the  year  and  is  touched  on  very  briefly  in  a  closing 
chapter.  Thus,  except  for  a  few  paragraphs  in  the  last  chapter,  the 
present  study  is  confined  to  the  period  in  which  I  was  able  to  follow 
events  from  the  "inside." 

The  arrangement  of  the  diverse  materials  which  had  to  be  in- 
cluded was  even  more  difficult  than  the  choice  of  the  period  to  be 
covered.  The  first  draft  was  an  attempt  at  a  more  or  less  chronological 
approach  after  the  manner  of  most  of  the  political  studies  of  wartime 
experiences,  such  as  those  of  Mr.  Sherwood,  Mr.  Stimson,  and  Mr. 
Hull.  The  results  were  more  intelligible  to  readers  already  familiar 
with  part  of  the  ground  covered  than  to  readers  with  little  or  no 
previous  experience  of  any  of  it.  A  chronological  approach  repre- 
sents more  closely  than  any  other  the  conditions  in  which  postwar 
plans  were  prepared  and  executed.  But  it  confuses  the  general  reader 
by  frequently  switching  his  attention  abruptly  from  one  part  of  its 
field  to  another,  thus  increasing  the  difficulties  of  tracing  develop- 
ments in  any  single  subdivision. 

After  the  study  had  been  rewritten  several  times,  the  chapters 
dealing  with  events  up  to  the  end  of  the  war  in  Europe  were  ar- 
ranged in  three  broad  groups  divided  roughly  according  to  the 
classification  described  earlier.  The  first  deals  with  long-term  meas- 
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ures  of  international  economic  organization  and  is  in  turn  divided 
into  subgroups  dealing  with  international  finance  and  investment, 
international  raw  material  agreements,  and  international  commerce. 
The  second  deals  with  relief  and  is  divided  into  subgroups  dealing 
with  food  relief  and  with  the  establishment  of  an  international  relief 
organization.  The  third  deals  with  reconstruction  and  is  divided  into 
subgroups  dealing  with  reconstruction  in  liberated  Allied  countries 
and  reconstruction — positive  or  negative — in  ex-enemy  countries. 
In  each  of  the  subdivisions  a  chronological  approach  has  been  fol- 
lowed. 

Before  the  middle  of  1943,  postwar  planning  was  not  so  sharply 
divided  into  these  categories  as  it  became  later,  but  the  drift  was  in 
that  direction  and  ultimately,  except  for  some  overlapping  between 
relief  and  reconstruction  in  Allied  countries,  these  groups,  and  to 
a  large  extent  the  subgroups,  correspond  roughly  to  the  groups  into 
which  the  civil  servants  who  took  part  in  postwar  international 
economic  planning  were  divided.  The  separation  of  civil  servants 
into  those  concerned  only  with  long-run  questions  and  those  con- 
cerned only  with  short-run  questions  was  a  striking  feature  of  the 
organization  of  economic  postwar  planning  and  itself  influenced  the 
course  of  the  planning. 

There  is  one  exception  to  this  scheme  of  organization.  Chapter 
VII,  on  the  Hot  Springs  Food  and  Agricultural  Conference,  analyzes 
an  approach  to  postwar  planning  in  which  questions  of  the  long  run 
and  questions  of  the  short  run  were  treated  simultaneously,  and  the 
reports  and  resolutions  dealing  with  them  were  carefully  coordinated. 
This  was  the  only  outstanding  case  of  its  kind  during  the  period 
of  postwar  planning. 

The  scheme  of  organization  followed  in  the  chapters  on  postwar 
planning  during  the  war  has  been  modified  in  the  chapters  dealing 
with  the  two  years  after  fighting  ceased  in  Europe.  In  the  formula- 
tion of  postwar  plans  during  the  war,  political  opportunities  and  the 
ideas  and  interests  of  the  leading  civil  servants  went  far  to  determine 
the  direction  of  the  planning  and  the  sequence  in  which  the  plans 
were  made.  In  the  application  of  the  plans  and  the  improvisation  of 
new  plans  after  the  war,  immediate  needs  and  pressing  economic 
events  were  the  predominant  influence.  This  contrast  should  not  be 
pressed  too  far.  During  the  war  economic  necessity  influenced  the 
planning  at  some  points,  and  after  the  war  political  obstacles  for  some 
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time  hindered  the  preparation  or  application  of  appropriate  economic 
plans  even  when  the  need  for  them  was  demonstrated.  But  with  these 
qualifications  the  contrast  holds  good,  and  the  order  of  treatment  and 
extent  of  discussion  of  the  different  topics  has  been  somewhat  modi- 
fied in  the  later  chapters.  Long-run  questions,  instead  of  holding 
first  place  as  they  had  done  in  the  planning  during  the  war,  sank  into 
the  background  in  the  face  of  short-run  emergencies,  though  per- 
haps not  as  far  as  they  should  have  done.  Gradually  the  realization 
grew  after  April,  1945,  that  economic  chaos  in  Germany,  Britain's 
immediate  balance-of-payments  difficulties,  and  subsequently  the  im- 
pending economic  breakdown  in  Europe,  should  take  precedence. 

Notwithstanding  the  stress  laid  in  these  pages  on  errors  of  omission 
and  commission,  especially  the  former,  the  aim  of  this  study  is  not 
destructive  nor  iconoclastic,  and  the  merits  as  well  as  the  defects  of 
postwar  planning  have  been  discussed.  In  the  present  state  of  political 
witch  hunting  in  Washington  it  may  be  too  much  to  expect  that  no  one 
will  attempt  to  misuse  any  statements  in  this  book  to  serve  partisan 
ends  in  an  unscrupulous  pursuit  of  power.  Yet  the  motives 
for  the  criticisms  of  persons  and  policies  contained  in  the  following 
pages  lie  not  in  political  partisanship  nor,  it  may  be  hoped,  in  personal 
likes  and  dislikes,  but  partly  in  economic  judgments  and  partly  in 
beliefs  about  values. 

In  tracing  the  details  of  postwar  planning  and  its  outcome  the 
question  will  recur  again  and  again  to  those  who  wish  to  penetrate 
below  the  surface  of  events,  whether  or  not  the  record  justifies  the 
hope  that  human  societies  will  accumulate  the  knowledge  and  de- 
velop the  wisdom,  the  moral  sense,  and  the  capacity  to  act,  through 
which  alone  they  can  profit  by  past  experience  and  avoid  the  repeti- 
tion of  old  errors  and  the  commission  of  new  errors  in  the  future. 
Twice  within  the  span  of  a  generation  we  have  been  plunged  into 
world  conflicts  which  have  brought  unimaginable  disaster  to  millions 
of  human  lives.  Each  time  the  survivors  have  been  given  a  reprieve 
and  an  opportunity  to  reconstruct  the  world  in  a  new  image.  Each 
time  the  task  of  reconstruction  in  a  more  densely  populated,  more 
specialized  and  more  interdependent  world  has  increased  in  com- 
plexity, requiring  greater  knowledge  and  executive  capacity,  greater 
integrity  and  magnanimity.  The  limitations  of  human  foresight  may 
excuse  some  of  the  errors  of  the  peace.  But  others  might  have  been 
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avoided  by  a  proper  interpretation  of  the  past.  Unfortunately,  it  is 
immensely  more  difficult  for  large  societies  than  it  is  for  individuals 
or  small  groups  to  profit  from  past  errors.  The  interpretation  of  past 
experience  is  difficult  enough  in  itself  and  may  be  possible  only  for 
trained  minds.  But  even  when  a  small  number  of  individuals  agree 
on  a  reasonable  interpretation,  a  long  and  difficult  road  must  be 
traversed  before  their  interpretation  is  accepted  by  the  mass  of  their 
fellow  countrymen,  most  of  whom  never  study  the  past,  or  by  the 
government  of  their  country,  preoccupied  with  day-to-day  events. 
Too  often  the  politician  heeds  past  experience  only  so  far  as  he  can 
extract  from  it  an  interpretation,  however  spurious,  which  can  be 
pressed  into  the  support  of  ulterior  aims  of  his  own.  The  last  state 
may  then  be  worse  than  the  first ;  it  is  often  better  to  ignore  the  past 
than  to  misinterpret  it.  Moreover,  an  excessive  anxiety  to  avoid  a 
repetition  of  the  disasters  of  the  past  may  hinder  preparations  to 
avoid  new  disasters  of  a  different  kind  in  the  future,  as  it  did  among 
those  military  general  staffs  who  gave  their  main  energies  in  the 
interwar  period  to  preparing  for  a  new  war  on  the  same  lines  as  the 
old. 

But  these  difficulties  do  not  excuse  the  fatalistic,  cynical,  and  de- 
featist attitudes  which  permeate  American  politics  today.  They  should 
spur  us  to  greater  efforts  to  determine  why  the  counsels  of  wiser 
men  are  so  often  discarded  by  or  never  reach  the  ears  of  those  in 
positions  of  political  authority,  and  why  certain  forms  of  supposedly 
democratic  government  are  retained  which  give  undue  opportunities 
to  selfish  and  obstructive  minorities  that  place  themselves  in  opposition 
to  international  measures.  They  should  lead  us  also  to  inquire  into 
the  widespread  belief  that  human  nature  in  politics  can  never  be 
changed,  that  he  who  aspires  to  political  office  must  inevitably  pander 
to  the  prejudices  of  the  ignorant  and  the  pressures  of  selfish  in- 
terests, and  that  the  man  of  culture,  integrity,  and  intellectual  attain- 
ments, with  rare  exceptions,  is  and  always  will  be  out  of  place  in 
political  life. 

For  the  economic  successes  and  failures  of  the  peace  were  political 
successes  and  failures  and  had  their  origin  not  only  in  the  adequacies 
and  inadequacies  of  economic  and  political  knowledge  and  judg- 
ment but  also  in  the  characters  of  the  individuals  who  made  the  po- 
litical decisions  and  of  those  who  influenced  them  in  their  choices 
among  alternative  courses  of  action. 


CHAPTER   I 

Negotiating  a  Text  for 
Postwar  Sermons 


T, 


)HE  First  World  War  ended  suddenly  and  unex- 
pectedly and  caught  the  statesmen  in  Allied  coun- 
tries unprepared  with  plans  either  for  relief  or  for  reconstruction. 
Widespread  human  misery  followed,  much  of  which,  with  foresight, 
could  have  been  prevented. 

During  the  Second  World  War,  government  officials  in  London 
and  Washington  were  anxious  to  prevent  a  repetition  of  this  error, 
but  in  the  earlier  part  of  the  war  great  difficulties  stood  in  the  way 
of  open  and  concerted  economic  preparation  for  the  peace.  With  the 
abrupt  end  of  military  inactivity  on  the  Western  front  in  the  spring 
of  1940,  popular  sentiment  in  Great  Britain  was  directed  toward 
winning  the  war;  and,  since  the  United  Kingdom  was  fighting 
against  heavy  odds,  it  could  not  be  expected  that  a  ready  ear  would 
be  turned  towards  proposals  for  postwar  measures.  When  Pearl 
Harbor  awakened  the  American  people  to  international  realities  there 
was  a  sharp  revulsion  in  Washington  political  circles  against  any 
discussion  of  postwar  matters,  as  the  magnitude  of  the  task  of  win- 
ning the  war  came  to  be  realized.  By  this  time  Whitehall  had  begun 
to  study  postwar  questions,  but  it  was  difficult  to  begin  Anglo- 
American  discussions  of  the  difficult  and  urgent  questions  that  might 
be  expected  to  arise  on  a  small  scale  as  soon  as  any  of  the  Allied 
countries  was  liberated  and  on  a  large  scale  when  the  war  in  any  one 
theater  or  in  all  theaters  came  to  an  end. 

At  this  stage  the  supreme  objective  was  to  draw  a  full  and  united 
war  effort  from  all  sections  of  people  in  the  British  Empire  and  the 
United  States.  It  was  easier  to  obtain  unity  in  the  war  effort  than  unity 
in  the  larger  objectives  to  be  pursued  after  victory.  In  1942  it  seemed 
to  many  that  the  war  position  of  the  Allies  was  so  unfavorable  that 
no  risks  of  disunity  among  political  parties  should  be  run  by  stirring 
up  public  discussion  of  the  social  and  economic  questions  of  the  future 
peace.  It  was  not,  indeed,  supposed  that  controversies  on  the  sub- 
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ject  would  turn  any  parties  or  significant  sections  of  the  people 
against  the  war  effort.  But  it  was  feared  privately  by  many  political 
leaders  that  controversies  in  the  legislatures  and  among  the  public 
on  postwar  questions  would  distract  attention  from  the  task  of  bring- 
ing the  war  effort  to  its  highest  pitch,  and  would  create  in  the  out- 
side world  an  appearance  of  disunity  that  would  encourage  the  enemy. 
For  some  time  these  fears  seemed  to  dominate  the  minds  of  the 
administration  leaders  in  Washington,  particularly  since  the  in- 
creasing Republican  minority,  aided  by  the  conservative  section  of 
the  Democrats,  were  prone  to  identify  constructive  postwar  planning 
with  the  spirit  of  the  New  Deal  which  had  aroused  their  ire  in  do- 
mestic affairs. 

The  appointment  of  John  Gilbert  Winant  as  Ambassador  to  the 
United  Kingdom  in  succession  to  an  extreme  isolationist,  Joseph 
Kennedy,  brought  a  new  spirit  into  Anglo-American  relationships 
through  the  Embassy  in  London  and  greatly  influenced  the  course 
of  discussions  on  postwar  questions. 

Ambassador  Winant  came  to  his  post  with  wide  interests  and  ex- 
perience in  international  as  well  as  national  affairs,  and  in  economic 
as  well  as  political  affairs.  To  him  the  outbreak  of  war  was  an  oc- 
casion not  for  suspending  public  concern  with  economic  and  social 
questions  but  rather  for  reexamining  the  existing  order  to  determine 
how  far  past  shortcomings  had  contributed  to  present  strife.  He  did 
not  believe  that  political  settlements  in  themselves  could  provide  an 
enduring  basis  for  peaceful  international  relationships,  and  he  knew 
that  economic  settlements  would  require  long  and  arduous  prepara- 
tion if  the  errors  made  after  the  First  World  War  were  not  to  be 
repeated.  Although  he  was  well  aware  of  the  political  pitfalls  in 
Washington  which  held  back  the  administration,  particularly  after 
the  Pearl  Harbor  disaster,  from  raising  controversial  issues  on  peace- 
time questions  while  the  Allied  arms  were  suffering  reverses  at  the 
front,  he  took  every  opportunity,  from  an  early  stage  in  the  war, 
to  advise  the  State  Department  and  sometimes  the  White  House 
to  take  constructive  action  on  a  variety  of  postwar  international 
economic  matters.1 

In  London,  Ottawa,  and  Washington  small  groups  of  civil  servants 
played  a  large  part  in  the  initiation  as  well  as  in  the  detailed  prepara- 

1  Numerous  incoming  telegrams  in  the  State  Department  files  will  be  available 
to  the  future  historian  in  confirmation  of  this. 
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tion  of  plans  for  the  postwar  period.  They  were  made  up  of  an  effec- 
tive combination  of  permanent  officials  and  of  temporary  officials 
who  were  drawn  into  government  service  for  the  war  period,  and 
some  of  whom  were  outstanding  economists.  The  union  of  these  two 
types  of  officials  in  wartime  was  fruitful  in  many  ways :  not  only  were 
the  newcomers  able  to  fill  gaps  which  could  not  be  filled  from  the 
ranks  of  permanent  officials,  but  the  experience  and  the  intellectual 
equipment  of  each  type  supplemented  those  of  the  other  to  the  ad- 
vantage of  both  of  them.  No  such  array  of  economic  talent  had  ever 
before  been  mobilized  in  the  service  of  government  in  the  three 
capitals. 

The  first  impetus  toward  the  discussion  of  postwar  economic 
questions  between  the  U.S.  and  the  U.K.  came  from  the  system  of 
Lend-Lease  or,  as  it  subsequently  became,  Mutual  Aid.  This  brilliant 
conception  of  President  Roosevelt's  was  one  of  the  greatest  achieve- 
ments of  the  war.  It  was  designed  not  only  to  assist  in  the  war  effort 
but  also  to  avoid  such  burdensome  commitments  to  repay  as  were 
foisted  on  the  United  Kingdom  during  and  after  the  First  World 
War,  and  which  were  a  source  of  discord  through  the  interwar  period. 
From  the  beginning  there  was  not  only  a  desire  but  also  a  determina- 
tion to  avoid  a  repetition  of  this  experience  which  had  contributed 
to  the  Second  World  War  by  giving  a  pretext  for  the  passing  of 
the  mischievous  Johnson  Act  which  banned  loans  to  countries  that 
had  not  paid  the  debts  contracted  in  the  First  World  War. 

In  the  summer  of  1941,  when  Keynes  visited  Washington,  the 
State  Department  was  drafting  clauses  to  complete  the  text  of  the 
agreement  to  be  negotiated  with  the  United  Kingdom  and  sub- 
sequently with  other  Allies,  which  would  specify  the  obligations 
arising  out  of  Lend-Lease  operations.  Although  most  of  the  clauses 
in  the  agreement  were  concerned  with  the  forms  of  mutual  aid  to  be 
undertaken  by  the  parties,  the  framework  of  postwar  settlement  of  the 
balance  of  mutual  aid  had  to  be  dealt  with,  at  least  in  general  terms. 
The  article  relating  to  this  happened  to  be  the  seventh  in  the  agree- 
ment: hence  the  term  "Article  VII,"  which  will  recur  frequently  in 
the  following  pages  and  which  came  into  everyday  use  among  the 
planners  who  worked  on  postwar  international  economic  questions 
in  London,  Washington,  Ottawa,  and  Canberra. 

If  commitments  to  repay  or  replace  the  balance  of  goods  received 
were  to  be  avoided  an  alternative  form  of  settlement  acceptable  to 
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the  United  States  Congress  had  to  be  devised.  This  article  inevitably 
raised  postwar  economic  questions  and  was  the  subject  of  long  and 
strenuous  discussions  in  and  negotiations  between  London  and  Wash- 
ington. In  Washington  at  the  outset  some  officials  wished  to  demand 
political  concessions  from  the  United  Kingdom,  particularly  the 
cession  of  military  and  air  bases,  and  others  wished  to  demand 
unilateral  economic  concessions.  But  wiser  counsels  were  accepted  in 
the  formation  of  U.S.  policy  and  it  was  realized  that  obligations 
must  be  common  to  both  sides.  The  original  draft  was  revised  many 
times  in  the  course  of  internal  discussions  and  of  negotiations  with 
the  United  Kingdom.  Its  chief  provisions  were  that  in  the  settlement 
of  obligations  arising  out  of  the  Lend-Lease  Act  no  conditions  should 
be  laid  down  which  would  obstruct  commerce,  but  agreement  should 
be  reached  on  measures  to  reduce  trade  barriers  and  to  abolish 
preferential  duties. 

But  the  economic  position  of  the  United  Kingdom  was  changing 
and  some  of  the  effects  of  the  change  were  not  yet  fully  realized  in 
Washington.  Before  the  war  a  proposal  to  remove  preferential  duties 
in  the  United  Kingdom  would  have  led  to  a  division  of  opinion 
mainly  on  political  party  lines.  But  a  striking  new  factor  had  to  be 
taken  into  account  in  1941.  The  United  Kingdom,  unable  to  raise 
loans  in  the  United  States  because  of  discriminatory  legislation 
adopted  by  Congress,  had  been  obliged  to  sell  the  greater  part  of  its 
marketable  liquid  foreign  assets  to  obtain  dollars.  This  created  a 
difficult  postwar  problem  even  for  those  British  circles  which  before 
the  war  had  opposed  imperial  preferences.  It  was  left  to  the  great 
British  economist,  John  Maynard  Keynes,  who  had  been  appointed 
as  adviser  to  the  Chancellor  of  the  Exchequer,  to  state  it  forcibly  in 
Washington  in  the  summer  of  1941  on  a  visit  arranged  by  Am- 
bassador Winant.  With  his  customary  vigor  Mr.  Keynes  spoke 
plainly  on  the  implications  for  postwar  policy  of  the  liquidation  of 
the  foreign  investments  of  the  United  Kingdom  to  pay  for  orders 
placed  in  the  United  States  during  the  period  of  the  "cash  and  carry'' 
policy.  An  appreciable  proportion  of  U.K.  imports  before  the  war 
had  been  offset  by  the  returns  on  past  investments  abroad.  The  loss 
of  these  investments,  he  pointed  out,  would  force  Great  Britain  to 
export  considerably  more  after  the  war  if  the  same  level  of  imports 
was  to  be  maintained.  But  he  added,  "imports  do  not  automatically 
breed  exports,"  particularly  at  times  when  an  appreciable  proportion 
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of  the  productive  resources  of  the  richer  countries  are  in  a  state  of 
chronic  unemployment  or  underemployment.  Consequently  it  was 
probable,  said  Keynes,  that  Britain  would  be  obliged  for  some  time 
after  the  war  to  make  bilateral  commercial  arrangements  with  other 
countries,  providing  for  the  acceptance  of  British  exports  by  coun- 
tries supplying  Britain  with  its  essential  imports.  Exchange  control 
would  also  have  to  be  maintained  for  a  considerable  period  to  limit 
total  imports  and  to  discriminate  between  essential  and  unessential 
imports. 

These  views  were  disturbing  to  official  Washington  in  the  sum- 
mer of  1 94 1.  One  of  the  most  active  and  well  organized  divisions  in 
the  State  Department  was  the  Division  of  Commercial  Policy  and 
Trade  Agreements.  The  Reciprocal  Trade  Agreements  Act  and  its 
applications  in  a  series  of  commercial  treaties  were  almost  the  only 
exceptions  to  a  general  advance  of  trade  restrictions  during  the 
1930's.  The  division  was  headed  by  Harry  Hawkins,  who  had 
worked  closely  with  Secretary  Hull  on  commercial  policy  for  a 
decade,  and  who  combined  an  exact  and  detailed  knowledge  of  trade 
policy  with  great  ability  and  long  experience  in  international  trade 
negotiations.  The  outbreak  of  war  had  not  dimmed  his  belief  and 
that  of  his  staff  in  the  desirability  of  freer  trading  among  nations. 
They  held  that  trade  restrictions  and  economic  warfare  in  peacetime 
were  a  danger  to  international  harmony  not  less  important  than  po- 
litical antagonism,  and  that  as  much  as  possible  should  be  done  even 
during  the  war  to  clear  the  way  for  freer  trade  in  time  of  peace. 

In  August  I  was  called  to  Washington  to  receive  from  Dean 
Acheson,  then  Assistant  Secretary  of  State,  and  from  Harry 
Hawkins  and  convey  to  Mr.  Winant  an  account  of  the  questions 
which  had  arisen  during  Mr.  Keynes's  visit  and  of  the  attitude  of  the 
State  Department  on  them.  An  impasse  appeared  to  have  been  reached 
between  Washington  and  London  on  what  at  the  time  appeared  to 
us  to  be  one  of  the  most  important  aspects  of  postwar  policy.  On 
the  flight  to  Lisbon  I  discussed  postwar  difficulties  with  Professor 
Alvin  Hansen,  the  distinguished  economist  of  Harvard  University, 
and  Dr.  Luther  Gulick,  who  were  visiting  London  for  a  few  days 
to  address  a  scientific  meeting.  We  agreed  that  in  any  discussions 
with  Mr.  Keynes  it  would  be  wise  to  accept  unreservedly  the  view 
that,  after  postwar  reconstruction  had  been  completed  the  chances  of 
freer  trade  would  be  lost  unless  a  high  level  of  employment  were 
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maintained.  Hansen  and  Gulick  rendered  valuable  service  by  show- 
ing Keynes  that  there  were  Americans  who  were  equally  concerned 
with  him  about  the  necessity  of  placing  full  employment  as  high  as 
free  trade  among  the  prerequisites  for  the  postwar  economic  order. 
However,  Keynes  remained  unconvinced  of  the  adequacy  of  any 
measures  proposed  up  to  that  time  to  deal  with  Britain's  balance-of- 
payments  difficulties.  Nor  did  Whitehall  take  an  optimistic  view  of 
the  ability  of  the  United  States  to  maintain  full  employment  in  peace- 
time. 

In  September  Ambassador  Winant  requested  the  State  Depart- 
ment to  postpone  discussion  of  Article  VII,  in  view  of  urgent  war 
questions  that  were  absorbing  all  the  energies  of  the  government. 
The  postponement  enabled  officials  in  London  and  Washington  to 
reconsider  the  draft  article.  In  Washington,  Redvers  Opie,  economic 
adviser  to  Ambassador  Halifax,  held  "off  the  record"  discussions 
with  Dr.  Leo  Pasvolsky,  Secretary  Hull's  adviser,  and  Harry 
Hawkins.  In  London  I  engaged  in  similar  informal  conversations, 
first  with  a  few  of  the  younger  economists  who  were  close  friends 
of  Mr.  Keynes,  and  later  with  Mr.  Keynes.2  Such  informal  and  unob- 
trusive exchanges  of  personal  views  on  postwar  matters  continued 
throughout  the  war,  helping  to  clear  the  way  for  organized,  official 
negotiations,  removing  misunderstandings,  keeping  a  small  and  dis- 
creet group  of  officials  in  each  capital  in  touch  with  the  development 
of  thought  among  their  counterparts  in  the  other  and  establishing 
a  spirit  of  cooperation  in  a  common  Allied  cause. 

At  the  outset  Keynes  stressed  the  difficulties  that  would  beset 
Britain  when  Lend-Lease  ended.  It  could  not  be  expected,  he  said, 
that  increased  exports  sufficient  to  pay  for  those  imports  which 
had  previously  been  offset  by  earnings  on  foreign  investments 
would  be  "automatically  generated  by  the  price  system."  At  the  end 
of  the  war  Britain  would  be  more  damaged  and  would  start  with  a 
greater  reconversion  problem  than  most  if  not  all  her  industrial 
competitors  who  were  not  ex-enemy  countries.  His  impression  was 
that  in  spite  of  his  explanations  the  seriousness  of  the  position  was 
not  appreciated  in  Washington. 

2  Throughout  the  rest  of  the  war  I  exchanged  personal  views  frequently  with 
Mr.  Keynes:  we  discussed  war  and  postwar  economic  issues  fully  and  frankly. 
When  particularly  important  economic  issues  arose  both  the  Ambassador  and  I 
would  spend  an  evening  in  discussion  with  Keynes,  free  from  interruption. 
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This  was  a  strong  case  which  needed  a  more  comprehensive  reply 
than  it  had  yet  received.  Unfortunately,  there  were  formidable  po- 
litical difficulties  to  be  faced.  The  proper  remedy,  as  it  appeared  to 
me  at  the  time,  would  have  been  to  make  Lend-Lease  retroactive  and 
reimburse  Britain  for  the  investments  liquidated  in  the  United  States 
to  meet  war  purchases  before  Lend-Lease  began.  But  I  was  obliged 
to  add  that  there  was  no  hope  that  Congress  would  consent  to  that 
remedy.  Two  points  in  the  British  case,  however,  had  to  be  acknowl- 
edged without  reservation:  first,  the  grave  balance-of -payments  dif- 
ficulties that  would  confront  Britain  at  the  end  of  the  war,  and 
second,  the  necessity  of  maintaining  a  high  level  of  employment 
among  the  leading  industrial  countries  of  the  world  and  especially  in 
the  United  States.  Admitting  all  this,  however,  it  was  doubtful 
whether  bilateral  negotiations  to  force  suppliers  abroad  to  buy  more 
in  Britain  than  they  would  otherwise  have  bought,  could  ever  be  an 
effective  remedy.  Markets  and  sources  of  supply  were  not  always 
closely  matched  and  could  not  be  forced  into  correspondence  with- 
out a  general  lowering  of  efficiency.  Freer  trade  was  necessary  to 
help  Britain  to  increase  its  exports  after  the  war.  Moreover,  a  series 
of  exclusive  bilateral  bargains  between  the  United  Kingdom  and  the 
countries  from  which  she  obtained  her  imports  would  provoke  retalia- 
tion from  other  countries,  with  the  result  that  international  buyers 
would  be  forced  more  and  more  to  purchase  goods  from  high-cost 
instead  of  low-cost  producers  and  total  trade  would  diminish.  It 
would  be  difficult  to  solve  Britain's  problems  within  such  an  inter- 
national economic  framework. 

Mr.  Keynes's  attitude  in  the  second  half  of  1941  was,  I  believe, 
primarily  a  reflection  of  a  temporary  mood  of  despair  regarding  the 
chances  of  getting  international  agreement  on  a  more  enlightened 
solution  than  that  of  bilateral  pressure  and  bargaining.  A  somewhat 
analogous  situation  had  arisen  in  the  early  1930's,  when  for  a  brief 
period  he  advocated  tariffs  as  a  remedy  for  British  unemployment, 
but  soon  turned  away  to  better  plans.  Then  and  later  the  case  for 
so-called  "bilateralism"  on  its  economic  merits  rather  than  as  a 
counsel  of  despair  was  upheld  chiefly  by  a  group  of  economists  who, 
though  living  in  Britain,  were  of  continental  European  origin  and 
training. 

However,  in  the  Treasury  Mr.  (later,  Sir)  Hubert  Henderson, 
who  had  been  a  Cambridge  economist,  editor  of  the  Nation  and  a 
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member  of  the  Economic  Advisory  Council,  continued  to  argue  the 
case  against  Article  VII  on  the  grounds  that  some  discrimination 
would  be  unavoidable  in  the  conditions  that  would  exist  after  war. 
This  was  of  course  a  markedly  different  point  of  view  from  that 
of  the  political  supporters  of  imperial  preference,  since  it  did  not  rely 
on  political  sentiment  and  indeed  supported  discriminations  in  favor 
of  certain  foreign  as  well  as  Empire  countries  when  economic  cir- 
cumstances appeared  to  require  them. 

At  that  time  and  later  I  did  my  best  to  impress  on  Mr.  Keynes 
and  other  government  economists  that  the  desire  for  freer  and  for 
non-discriminatory  trade  in  the  State  Department  should  not  be 
written  off  as  the  product  of  a  nineteenth  century  laissez-faire  atti- 
tude toward  economic  affairs,  untouched  by  recent  economic  thought 
and  experience.  It  was  true  that  Secretary  Hull  and  Harry  Hawkins 
had  a  particular  concern  with  trade,  but  this  arose  from  the  Secre- 
tary's leading  role  in  that  field  for  many  years  and  Hawkins'  posi- 
tion at  the  head  of  the  division  concerned  with  trade  matters.  In 
conversations  in  Washington  both  Acheson  and  Hawkins  showed 
themselves  progressive  in  outlook  and  under  no  illusion  that  freer 
trade  alone  was  a  panacea  for  all  economic  ills.  However,  it  soon 
appeared  that  the  contrary  view  had  been  expressed  to  British  of- 
ficials in  Washington  by  some  U.S.  officials  outside  the  State  De- 
partment. 

It  was  Keynes  who,  notwithstanding  his  controversial  position  in 
Washington  earlier  in  the  year,  took  the  lead  in  the  preparation  of 
constructive  alternatives  to  discriminatory  bilateral  bargaining.  Im- 
pressed by  the  reasoned  objections  to  exclusive  bilateralism  which 
were  expressed  to  him  informally  by  Mr.  Meade  and  other  British 
economists  after  his  return  to  London,  he  set  to  work  energetically 
on  the  preparation  of  an  alternative  approach  to  the  question.  This 
will  be  discussed  later,  but  it  should  be  noticed  at  this  stage  that 
Keynes's  plan  was  well  advanced  by  the  time  negotiations  on  Article 
VII  were  resumed.  In  his  own  mind  Keynes  had  dropped,  or  was 
on  the  verge  of  dropping,  the  argument  that  hard  bilateral  bargain- 
ing would  have  to  be  resorted  to ;  and  he  was  replacing  it  by  a  plan 
for  an  international  institution  to  deal  with  balance-of-payments 
questions.  Thus  the  powerful  influence  of  Keynes  was  at  last  thrown 
on  the  side  of  those  within  Whitehall  who  advised  that  Britain 
should  agree  to  a  revised  draft  of  Article  VII  which  still  included  the 
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provisions  relating  to  the  reduction  of  tariffs  and  the  elimination  of 
preferences. 

In  Washington,  also,  by  the  end  of  1941  the  subject  was  ap- 
proached more  broadly.  There  was  fuller  appreciation  of  the  depend- 
ence of  trade  policy  on  internal  employment  policy  and  a  clearer 
recognition  of  this  in  revised  drafts  of  Article  VII.  The  revised 
drafts  introduced  a  clause  placing  an  obligation  on  the  parties  to 
promote  the  expansion  of  employment  and  production.  These  drafts, 
regarded  as  satisfactory  in  the  State  Department,  can  be  taken  as 
evidence  of  the  scant  foundation  for  the  view  held  in  some  parts 
of  Washington  and  London  that  the  United  States  position  was 
dominated  by  an  outworn  nineteenth  century  doctrine  of  free  trade 
as  part  of  a  system  of  general  laissez-faire. 

In  these  months  political  events  overshadowed  economic  events. 
The  war  clouds  over  the  Far  East  darkened  and  the  storm  broke  on 
December  7.  In  the  closing  weeks  of  1941  great  political  and  eco- 
nomic decisions  had  to  be  made,  and  it  was  not  until  February  that 
Ambassador  Winant  told  me  that  he  was  informing  the  State  De- 
partment that  in  his  view  the  time  had  come  to  take  up  Article  VII 
again.  Negotiations  were  resumed  and  drafts  and  redrafts  were 
presented  by  both  sides,  but  agreement  was  not  easily  or  immediately 
reached.  The  chief  difficulty  in  the  final  negotiations  centered  on  the 
proposed  "elimination  of  discriminations,"  which  attracted  the  at- 
tention and  aroused  the  opposition  of  a  section  of  the  Conservatives 
in  the  coalition  government. 

The  controversy  became  more  political  than  economic,  a  matter 
of  sentiment  rather  than  of  calculation.  A  section  of  the  Conservative 
Party  valued  the  system  of  preferential  duties  on  Empire  goods  as 
a  force  making  for  solidarity  within  the  British  Commonwealth  of 
Nations.  They  pointed  with  pride  to  the  readiness  with  which 
Canada,  Australia,  New  Zealand,  and  the  Union  of  South  Africa 
had  voluntarily  entered  the  war  side  by  side  with  Great  Britain 
and  sent  their  young  manhood  across  the  world  to  fight  in  the  deserts 
of  Tripoli  and  the  mountains  of  Greece  at  a  time  when  the  fortunes 
of  war  favored  the  enemy,  when  the  survival  of  civilized  society 
seemed  doubtful,  and  when  other  countries  lay  inactive — conquered, 
acquiescent,  or  in  a  stupor.  They  recoiled  from  the  suggestion  that 
at  this  of  all  times  Great  Britain  should  join  in  a  public  declaration 
of  policy  aimed  at  the  severance  of  special  economic  ties  uniting  the 
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Commonwealth,  and  it  seemed  to  them  particularly  inappropriate 
that  such  a  declaration  should  be  suggested  by  a  country  which, 
though  it  had  given  material  help,  had  persistently  refused  to  enter 
the  war  until  it  was  forced  involuntarily  into  it  by  direct  attack. 

Those  who  held  these  views  believed  that  they  were  acting  directly 
in  the  interests  of  Great  Britain  and  the  Commonwealth.  They  sought 
no  personal  gain  and  were  not  moved  by  individual  self-interest. 
Perhaps  their  most  active  and  uncompromising  member  was  Leopold 
Amery,  who  had  great  energy,  high  integrity,  and  keen  political 
insight,  but  little  facility  in  economic  reasoning.  The  case  rested 
essentially  on  sentiment  and  on  political  rather  than  economic  con- 
siderations. 

The  Prime  Minister  has  often  been  described  as  an  "imperialist." 
In  fact,  however,  Mr.  Churchill  had  been  brought  up  as  a  free  trader : 
he  was  a  minister  in  the  Liberal  government  which  before  the  First 
World  War  successfully  withstood  the  attacks  of  the  Conservative  op- 
position and  the  protectionist  campaigns  of  Joseph  Chamberlain ;  and 
though  later,  when  he  was  in  the  Conservative  Party,  he  acquiesced  in 
a  certain  degree  of  protection  as  a  fait  accompli,  he  still  thought  there 
was  a  general  presumption  on  the  side  of  free  trade  and  felt  no 
enthusiasm  for  the  system  of  Empire  preferences  adopted  at  Ottawa. 
His  hesitations  and  objections  on  the  clause  relating  to  discrimina- 
tions arose,  therefore,  not  from  his  personal  views  on  the  intrinsic 
merits  of  the  subject,  but  from  a  desire  to  preserve  unity  and  har- 
mony within  the  coalition  cabinet  and  to  bring  undivided  energies 
to  bear  on  the  conduct  of  the  war.  He  saw  this  as  a  matter  of  supreme 
importance,  with  all  other  things  of  no  moment  whatever  in  com- 
parison. He  felt  that  internal  controversy  on  a  question  relevant 
only  after  victory  had  been  won  was  out  of  place  at  a  time  when  vic- 
tory was  as  yet  no  more  than  a  distant  goal. 

A  considerable  section  of  the  Conservative  Party  was  by  no  means 
wedded  strongly  to  imperial  preferences.  From  the  time  when  Joseph 
Chamberlain  started  his  campaign  for  a  preferential  system,  the  Con- 
servatives have  been  and  remain  divided  on  the  question.  The  im- 
passable barrier  to  comprehensive  proposals  for  a  preferential  system 
approximating  "Empire  Free  Trade"  has  always  been  the  desire 
in  each  country  for  domestic  protection.  In  the  United  States  serious 
misconceptions  have  prevailed  concerning  the  Ottawa  Conference. 
The  records  of  that  conference  show  Australia  and  not  Great  Britain 
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as  the  driving  force  behind  the  movement  for  an  extensive  prefer- 
ential system.  Canada  temporarily  occupied  a  position  somewhat 
similar  to  that  of  Australia.  It  was  Mr.  Bruce,  the  Australian  repre- 
sentative, and  Mr.  Bennett,  the  Canadian  representative,  not  Mr. 
Baldwin,  who  pushed  the  preferential  system  as  far  as  it  was  carried 
at  Ottawa  and  would  have  pushed  it  farther  but  for  the  resistance 
of  British  Conservatives  who  were  more  interested  in  raising  barriers 
against  imports  generally  than  in  lowering  them  on  Dominions 
products. 

By  1 94 1  the  attitude  of  the  Dominions  had  changed  considerably. 
Mr.  Bennett,  Canadian  Premier  at  the  time  of  the  Ottawa  Confer- 
ence, had  disappeared  from  Canadian  politics,  and  Mr.  MacKenzie 
King,  who  had  been  leader  of  the  opposition  in  1932  and  had  opposed 
Mr.  Bennett's  policy  at  the  Ottawa  Conference,  was  Prime  Minister. 
Australia  was  now  particularly  interested  in  obtaining  in  the  post- 
war period  a  wider  market  for  its  wool  in  the  United  States.  Mr. 
Bruce,  who  had  become  High  Commissioner  for  Australia  in  Lon- 
don, was  no  longer  the  crusader  for  imperial  preference  that  he  had 
been  in  1932.  In  the  intervening  period  it  had  become  clear  that  the 
preferential  system  had  not  borne  out  the  enthusiastic  claims  that 
had  been  made  for  it.  Moreover,  Mr.  Bruce  was  convinced  of  the 
importance  of  harmony  in  the  postwar  period,  as  well  as  in  the 
war  years,  between  the  British  Commonwealth  and  the  United 
States.  Both  during  the  discussions  in  Washington  on  a  wheat  agree- 
ment and  during  the  Article  VII  discussions  in  London,  Mr.  Bruce 
and  Mr.  MacDougall,  his  economic  adviser,  visited  our  embassy 
and  discussed  the  difficulties  with  Ambassador  Winant  and  me. 
Though  they  did  not  in  any  way  compromise  the  British  position, 
it  was  clear  that  they  were  extremely  anxious  to  assist  in  reaching  a 
solution  satisfactory  to  all  sides. 

In  still  other  ways  the  situation  had  changed  since  1932.  The 
Ottawa  Conference  and  the  measures  which  were  adopted  by  it  were 
a  response  to  the  disastrous  Smoot-Hawley  tariff  which  in  1930  had 
been  accepted  by  President  Herbert  Hoover,  against  the  emphatic 
advice  of  the  country's  economists.  With  the  fall  of  Mr.  Hoover 
and  the  Republicans  the  position  changed.  The  new  Secretary  of 
State,  Cordell  Hull,  from  the  beginning  pursued  an  unwavering 
course  toward  freer  trade.  The  instrument  which  he  chose  for  re- 
ducing barriers  was  indeed  a  slow  and  cumbersome  one,  involving 
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a  long-drawn-out  series  of  bilateral  negotiations.  But  it  had  the 
great  advantage  of  not  requiring  ratification  by  Congress.  For  once, 
American  representatives  were  able  to  make  commitments  which 
they  were  certain  that  they  could  fulfil.  Moreover,  the  political 
condition  of  the  world  after  Hitler  seized  power  in  1933  would  have 
given  slender  chance  of  success  to  any  enterprise  for  simultaneous 
multilateral  reduction  of  trade  barriers.  The  aggressor  countries 
were  moving  into  a  war  economy.  They  desired  the  greatest  possible 
supply  of  goods  useful  in  war,  not  the  greatest  possible  volume  of 
production  and  trade  to  satisfy  human  wants.  Faced  with  this  threat, 
it  was  in  the  interest  of  the  potential  victims  of  aggression  to  follow 
the  same  course  for  their  own  defense.  Some  of  the  smaller  neighbors 
or  near  neighbors  of  Germany  were  coerced  into  bilateral  arrange- 
ments. Others  belatedly  began  to  prepare  defensive  measures.  The 
scope  for  the  application  of  the  Reciprocal  Trade  Agreements  Act 
was  therefore  limited  by  the  political  state  of  the  world. 

However,  it  was  in  the  interest  of  some  of  the  threatened  countries 
to  maintain  a  considerably  greater  volume  of  external  trade  under 
the  protection  of  powerful  naval  forces  than  they  would  have  been 
able  to  risk  if  they  had  been  only  land  powers.  Consequently  Britain 
was  able  to  enter  into  an  important  reciprocal  trade  agreement  with 
the  United  States  as  late  as  1938.  Her  policy  of  relying  on  her  navy 
and  air  force  instead  of  seeking  agricultural  self-sufficiency  was 
wholly  justified  when  war  came.  A  considerable  proportion  of  Ger- 
man labor  was  tied  up  in  small-scale  agriculture,  partly  in  an  at- 
tempt to  approach  as  nearly  as  possible  to  self-sufficiency  in  food  and 
partly  in  the  belief  that  the  rural  population  were  more  reliable  sup- 
porters of  the  Nazi  regime  than  the  urban  population.  The  result  was 
that  Britain's  labor  mobilization  for  direct  war  purposes,  especially 
in  the  manufacturing  industries,  was  far  more  complete  than  that 
of  Germany.  At  the  same  time  Britain  achieved  a  record  increase  in 
domestic  food  production  with  the  aid  of  an  increase  in  agricultural 
machinery. 

Thus  on  the  United  States  side  the  Smoot-Hawley  tariff  act  had 
been  undermined  at  some  points  by  Secretary  Hull  and  on  the  United 
Kingdom  side  the  war  was  beginning  to  demonstrate  that  even  for 
defense  purposes  the  maintenance  of  British  external  trade  was 
sounder  than  the  pursuit  of  self-sufficiency. 

There  remained  only  two  economic  arguments  of  substance  against 
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the  abandonment  of  imperial  preferences.  Mr.  Keynes  mentioned  the 
first  in  one  of  the  conversations  I  had  with  him  during  these  ne- 
gotiations. He  was  not,  he  said,  impressed  by  the  views  of  some  of 
the  British  ministers  who  supported  preferences  for  reasons  of  senti- 
ment and  who  held  that  they  were  an  important  political  link  holding 
the  Commonwealth  together.  The  ties  among  the  members  of  the 
Commonwealth  did  not  depend  on  such  economic  bargains,  the  ne- 
gotiation of  which  sometimes  caused  friction.  But  once  the  system 
of  preferences  had  been  established  it  did  provide  a  fairly  reliable 
market  for  several  million  pounds  sterling  of  U.K.  exports.  The 
sudden  abolition  of  this  market  would  not  necessarily  be  followed 
automatically  by  the  opening  of  alternative  markets  of  the  same 
value.  The  proportion  of  U.K.  exports  involved  was  not  great,  but 
unless  adequate  remedies  were  found  the  British  position  at  the  end 
of  the  war  would  be  such  that  even  a  small  assured  market  would 
count. 

This  argument  could  be  met  in  one  or  more  of  three  ways :  first, 
by  providing  at  least  equivalent  concessions  in  other  markets  to  off- 
set probable  losses  in  preferential  markets ;  second,  by  a  direct  remedy 
for  the  U.K.  balance-of-payments  difficulties  arising  out  of  the 
liquidation  of  external  assets  for  war  purposes ;  third,  by  far-reaching 
constructive  international  measures  to  create  conditions  in  which  it 
would  be  easier  to  solve  the  problem  of  the  U.K.  balance  of  pay- 
ments. As  we  shall  see,  the  text  of  Article  VII  which  was  adopted 
opened  the  way  to  the  application  of  the  first  and  to  some  extent 
of  the  third  but  not  of  the  second  of  these  remedies.  My  impression 
was  that  Keynes,  while  not  overlooking  the  first  was  mainly  con- 
centrating his  attention  at  that  time  on  the  third,  in  which  he  hoped 
that  his  plan  for  an  International  Clearing  Union  would  find  a  lead- 
ing place. 

The  second  substantial  economic  argument  against  the  sudden 
abolition  of  preferences  was  that  certain  colonial  territories,  par- 
ticularly in  the  West  Indies,  which  could  balance  their  payments 
abroad  only  by  the  proceeds  of  exports  admitted  at  preferential  rates 
on  the  U.K.  market,  would  be  crippled  by  the  removal  of  the  prefer- 
ences. Sir  Hubert  Henderson,  who  had  been  a  member  of  the  Royal 
Commission  on  the  West  Indies,  had  been  greatly  impressed  by 
the  precarious  position  of  these  colonial  areas  relying  chiefly  on  sugar 
exports  and  by  the  difficulties  of  finding  alternative  export  crops. 
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There  was  much  force  in  this  argument  but,  notwithstanding  all 
the  hullabaloo  about  imperial  preferences  in  Washington,  then  and 
later,  the  United  States  had  for  years  itself  granted  preferences, 
notably  to  the  Philippine  Islands  and  Cuba,  and  it  might  be  taken 
for  granted  that  the  State  Department  could  not,  even  if  it  wished 
to  do  so — which  was  not  certain — induce  the  Filipinos  to  accept 
and  Congress  to  endorse  the  sudden  abolition  of  American  prefer- 
ences. 

Keynes,  who  was  adviser  to  Sir  Kingsley  Wood,  the  Chancellor 
of  the  Exchequer,  was  now  in  favor  of  signing  Article  VII,  and  the 
opposition  in  the  late  stages  arose  chiefly  from  political  circles.  It 
seemed  that  all  but  one  of  the  Chancellor  of  the  Exchequer's  ad- 
visers in  the  Treasury  were  in  favor  of  acceptance.  Economists  in 
other  parts  of  Whitehall  held  similar  views.  The  provisions  of  the 
Ottawa  Conference  had  hardly  gained  more  approval  in  British 
economic  circles  than  the  Smoot-Hawley  tariff  had  gained  in  United 
States  economic  circles,  and  once  the  draft  recognized  that  prefer- 
ences and  tariffs  had  to  be  dealt  with  together  and  that  they  could 
be  dealt  with  effectively  only  if  high  levels  of  employment  were 
maintained,  British  economists  supported  an  accord  with  the  United 
States. 

But  the  political  opponents  of  Article  VII  maintained  a  stiff  op- 
position for  some  time  after  civil  servants  and  a  number  of  ministers, 
including  Mr.  Eden,  the  Foreign  Secretary,  and  Richard  Law,  the 
Minister  of  State,  were  prepared  to  agree. 

Early  in  February  Ambassador  Winant  spent  a  week-end  at 
Chequers  with  the  Prime  Minister.  Returning,  he  described  the 
ministerial  position  to  me  as  follows:  some  three-quarters  of  the 
Cabinet  were  opposed  to  having  any  reference  to  trade  preferences  in 
the  Lend-Lease  agreement.  Of  these,  a  few  were  out-and-out  sup- 
porters of  empire  preference  on  principle  but  others,  including  Mr. 
Churchill,  did  not  believe  that  preferences  served  any  useful  purpose 
and  were  ready  to  begin  discussions  immediately,  outside  the  scope 
of  the  Lend-Lease  negotiations,  on  preferences,  tariffs  and  other  post- 
war questions  of  economic  policy.  They  objected,  however,  to  carry- 
ing on  such  discussions  within  the  framework  of  the  Lend-Lease 
negotiations,  on  the  ground  that  the  association  of  these  two  subjects 
gave  the  impression  that  Empire  ties  would  be  bartered  away  or 
sold  in  exchange  for  goods  which  Britain  needed  to  wage  the  war. 


A  TEXT  FOR  POSTWAR  SERMONS  1$ 

A  smaller  group,  led  by  the  Foreign  Secretary,  had  not  read  this 
association  of  ideas  into  the  United  States  proposal  and  was  ready 
to  accept  a  draft,  prepared  by  the  Foreign  Office,  which  was  in 
harmony  with  the  U.S.  position.  But  Mr.  Amery  and  Sir  Kingsley 
Wood  had  led  a  stiff  opposition  which  prevented  the  acceptance  of 
this  proposal.  Sir  Kingsley  Wood,  besides  being  Chancellor  of  the 
Exchequer,  was  in  a  position  resembling  that  of  a  '  'party  manager" 
of  the  Conservative  party  and  was  concerned  with  the  maintenance 
of  unity  within  the  party. 

Thus  the  signature  of  the  draft  agreement  was  delayed  and  the 
Foreign  Secretary  handed  an  alternative  draft  to  Ambassador 
Winant,  who,  on  returning  from  the  Foreign  Office,  asked  me  to 
examine  it  before  he  gave  Mr.  Eden  his  answer.  So  far  as  it  went 
it  was  unobjectionable;  it  included  an  obligation  on  both  sides  to 
seek  the  reduction  of  trade  barriers.  But  it  made  no  reference  to 
preferences  or  discriminations.  This  issue,  therefore,  had  to  be 
squarely  faced,  and  it  appears  that  there  were  some  in  Washington 
who  would  have  been  willing  to  accept  such  a  draft  in  principle 
and  who  were  doubtful  whether  it  was  worth  while  to  prolong  the  con- 
troversy on  the  issue  of  discrimination.  However,  my  advice  to  the 
Ambassador  was  that  the  British  draft  should  not  be  accepted  and 
that  consultation  with  Washington  before  answering  the  Foreign 
Secretary  was  not  necessary.  After  going  over  the  draft  carefully 
once  more,  the  Ambassador  agreed  and  communicated  his  answer  to 
the  Foreign  Secretary,  after  which  he  dictated  a  telegram  to  the  State 
Department  informing  them  of  the  action  which  he  had  taken. 

The  question  was  now  wholly  at  the  "ministerial  level."  Messages 
passed  between  the  President  and  Prime  Minister  and  between  the 
Secretary  of  the  Treasury  and  the  Chancellor  of  the  Exchequer. 
Ambassador  Winant  talked  with  Mr.  Churchill,  Mr.  Eden  and  Sir 
Kingsley  Wood.  Lord  Halifax  cabled  from  Washington  to  the 
Foreign  Office  arguing  vigorously  that  the  latest  State  Department 
draft  should  be  accepted. 

Finally  agreement  was  reached  on  the  following  text  of  Article 
VII: 

"In  the  final  determination  of  the  benefits  to  be  provided  to  the 
United  States  of  America  by  the  Government  of  the  United  Kingdom 
in  return  for  aid  furnished  under  the  Act  of  Congress  of  March  1 1 , 
1 94 1,  the  terms  and  conditions  thereof  shall  be  such  as  not  to  burden 
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commerce  between  the  two  countries,  but  to  promote  mutually  ad- 
vantageous economic  relations  between  them  and  the  betterment  of 
world-wide  economic  relations.  To  that  end,  they  shall  include  pro- 
vision for  agreed  action  by  the  United  States  of  America  and  the 
United  Kingdom,  open  to  participation  by  all  other  countries  of  like 
mind,  directed  to  the  expansion,  by  appropriate  international  and 
domestic  measures,  of  production,  employment,  and  the  exchange  and 
consumption  of  goods,  which  are  the  material  foundations  of  the 
liberty  and  welfare  of  all  peoples;  to  the  elimination  of  all  forms  of 
discriminatory  treatment  in  international  commerce,  and  to  the  re- 
duction of  tariffs  and  other  trade  barriers;  and,  in  general,  to  the 
attainment  of  all  the  economic  objectives  set  forth  in  the  Joint 
Declaration  made  on  August  12,  1941  by  the  President  of  the  United 
States  of  America  and  the  Prime  Minister  of  the  United  Kingdom. 

"At  an  early  convenient  date,  conversations  shall  be  begun  be- 
tween the  two  Governments  with  a  view  to  determining,  in  the  light 
of  governing  economic  conditions,  the  best  means  of  attaining  the 
above-stated  objectives  by  their  own  agreed  action  and  of  seeking 
the  agreed  action  of  other  like-minded  Governments."3 

The  divergences  of  view  which  had  arisen  in  the  discussions  behind 
closed  doors  preceding  the  agreement  were  to  be  revived  subsequently 
in  public  discussions  on  both  sides  of  the  Atlantic.  Article  VII  has 
been  misrepresented  by  a  small  minority  in  Great  Britain  and  misun- 
derstood by  a  large  majority  in  the  United  States.  Its  general  purpose 
was  to  commit  the  two  countries  to  international  economic  coopera- 
tion after  the  war  for  the  attainment  of  peacetime  objectives  stated 
in  skeleton  form.  It  set  up  a  series  of  interdependent  obligations. 
Thus,  for  example,  the  obligations  in  respect  to  trade  barriers  and 
discriminations  would  no  longer  be  binding  on  one  party  if  the  other 
party  violated  the  obligations  in  respect  to  production  and  employ- 
ment. Similarly,  if  one  party  failed  to  take  steps  toward  an  ap- 
propriate reduction  of  trade  barriers  the  other  party  would  no  longer 
be  obliged  to  take  steps  toward  the  elimination  of  discriminations. 
Hence  there  is  no  foundation  either  for  the  contentions  of  those 
who,  in  Great  Britain,  have  made  it  appear  that  the  United  Kingdom 
had  been  forced  to  agree  to  unilateral  scrapping  of  preferences  and 
to  unconditional  abandonment  of  all  defenses  against  a  slump  in 
the  United  States;  or  for  the  ideas  of  many  Americans  who  have 

3  Mutual-Aid  Agreement  with  Great  Britain,  Article  VII. 
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seized  on  the  elimination  of  British  imperial  preferences  as  the  main 
object,  and  who,  besides  following  British  critics  in  ignoring  the 
plain  meaning  of  the  language  of  the  article,  have  greatly  over- 
estimated the  economic  importance  of  the  preferential  system  within 
the  British  Commonwealth  and  Empire  and  have  conveniently  for- 
gotten the  preferential  system  of  the  United  States  with  the  Phil- 
ippine Islands  and  Cuba  and  the  inclusion  within  the  U.S.  tariff 
wall  of  Hawaii,  Puerto  Rico,  the  Virgin  Islands,  and  Alaska.  Ac- 
tually, the  United  States  and  Great  Britain  were  equally  committed 
to  each  of  the  mutual  obligations  stated  in  Article  VII,  regardless 
of  the  balance  sheet  of  Mutual  Aid  at  the  end  of  the  war.  Thus  it 
cannot  be  said  fairly — though  in  Britain  it  has  sometimes  been  said 
unfairly — that  the  commitments  constituted  a  price  to  be  paid  by 
Great  Britain  for  its  net  receipts  under  Mutual  Aid. 

The  clause  in  Article  VII  relating  to  discriminations  was  then  and 
has  remained  since  the  subject  of  acute  controversy.  There  were  and 
still  are  differences  of  opinion  in  both  London  and  Washington  about 
its  importance.  The  motives  of  those  who  advocated  its  retention 
in  the  final  draft  were  not  identical.  Among  leading  State  Depart- 
ment officials  there  were  those  who  were  sincerely  anxious  to  obtain 
a  general  reduction  of  trade  barriers  and  who  believed  that  the 
elimination  or  reduction  of  imperial  preferences  would  be  necessary 
in  order  to  remove  or  reduce  the  opposition  of  certain  domestic  in- 
terests in  the  United  States,  notably  the  lumber  industry,  to  the  whole 
trade  agreements  program.  Some  of  them  had  worked  for  the  his- 
toric reversal  of  the  United  States  attitude  toward  the  most-favored- 
nation  clause  which  took  place  in  the  1920's  and,  having  taken  part 
in  conversions  to  the  true  faith  at  home,  naturally  wished  to  follow 
up  with  vigorous  proselytizing  abroad.  Other  Washington  officials 
were  jealous  on  political  grounds  of  any  ties  between  Canada  and 
Great  Britain  that  were  not  shared  by  the  United  States.  Still  others 
were  "anti-British"  on  principle,  carrying  on  from  colonial  days  a 
tradition  which,  though  archaic,  has  never  died  in  the  United  States. 

In  discussions  with  Ambassador  Winant  and  in  personal  talks 
with  British  officials  I  approached  the  question  differently.  Close 
relations  between  the  U.K.  and  Canada  were  all  to  the  good,  not  a 
matter  for  suspicion  and  jealousy.  But  it  was  doubtful  whether 
imperial  preferences  improved  the  relationships  among  the  mem- 
bers of  the  Commonwealth.  Much  hard  bargaining  and  the  friction 
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that  accompanies  it  went  into  the  making  of  the  preferential  system. 
However,  the  central  point  against  preferential  systems  which  was 
almost  completely  overlooked  was  not  the  effect  of  British  imperial 
preferences  on  American  trade,  but  the  effect  of  discriminatory 
practices  in  general  on  the  poorer  countries,  particularly  those  in 
Asia  and  Africa  whose  natural  resources  per  head  of  population  were 
much  lower  than  those  of  the  ringleaders  of  discrimination,  and 
whose  only  chance  of  benefiting  from  the  more  varied  resources  of 
the  world  as  a  whole  lay  in  equal  trading  opportunities  with  other 
countries.  For  example,  the  American  and  British  preferential 
systems  on  sugar  have  injured  cane  sugar  producing  areas  outside 
the  favored  circles,  all  of  them  areas  with  less  domestic  economic 
resources  per  head  of  population  than  the  United  States  and  Great 
Britain  possess.4  No  world  economic  order  could  be  morally  de- 
fended which  weighted  the  scales  against  the  poorer  countries.  In 
planning  for  the  future,  steps  should  be  taken  ultimately  to  remove 
existing  discriminatory  practices,  some  of  which  injured  those  in 
greatest  need.  The  United  States  was  not  seriously  affected  by  im- 
perial preferences  but  the  small  and  the  poor  countries  would  be 
placed  at  a  serious  disadvantage  in  world  trade  if  the  United  States 
and  the  British  Empire  were  free  to  set  up  or  to  expand  exclusive 
preferential  systems  at  will.  The  doctrine,  "From  him  that  hath  not 
shall  be  taken  away  even  that  which  he  hath,"  would  be  given  a 
deplorable  form  of  application  to  world  trading  opportunities. 

A  somewhat  similar  line  of  reasoning  can  be  applied  to  tariffs — 
except  in  cases  where  the  "infant  country"  argument  is  relevant — and 
to  restriction  by  quotas  of  the  physical  volumes  of  imports  of  particu- 
lar goods.  Here  discrimination  is  less  than  it  is  under  preferential  sys- 
tems, but  it  is  not  eliminated.  Tariffs  and  physical  quotas  on  any 
particular  goods,  even  though  they  are  the  same  for  goods  from  all 
sources,  injure  countries  which  normally  produce  such  goods  and  do 
not  directly,  though  they  may  indirectly,  injure  others.  Most  of  all, 
they  injure  those  producing  countries  which,  like  Japan,  are  poorly 
endowed  with  natural  resources  per  head  of  population  and  which 
must  therefore  rely  on  external  trade  to  obtain  a  wide  range  of 
products.  All  trade  barriers  involve  a  substantial  element  of  dis- 

*This  point  seriously  limits  Sir  Hubert  Henderson's  arguments  concerning  the 
West  Indies  and  seems  to  restrict  their  legitimate  application  to  the  short  run. 
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crimination  and  no  countries  stand  to  gain  more  than  the  poorer 
countries  do  from  their  reduction. 

Thus  freer  trade  must  be  an  essential  part  of  any  plans  to  establish 
a  more  equitable  world  order  in  the  years  to  come,  and  it  is  a  striking 
example  of  the  confusion  of  much  recent  political  thought  that  many 
of  those  who  profess  and  call  themselves  liberals  or  progressives 
have  belittled  the  efforts  of  the  State  Department  to  advance  the 
cause  of  freer  trade  in  the  postwar  world.  Some  of  them  have  ap- 
parently linked  the  movement  in  their  minds  with  laissez-faire  and 
the  absence  of  planning,  forgetting  that  the  real  issue  is  whether 
or  not  national  boundary  lines  shall  be  made  into  or  shall  be  allowed 
to  remain  as  barriers  to  economic  relations,  and  that  it  ill  becomes 
liberals  or  progressives  to  place  themselves  on  the  side  of  exclusive 
nationalism.  It  may  be  agreed  that  at  times  countries  are  obliged  to 
protect  themselves  against  the  "export  of  depression"  from  other 
countries  with  which  they  have  economic  relations.  But  existing  trade 
barriers  are  not  adapted  to  this  purpose  and  there  are  sharp  limits 
to  the  possibilities  of  insulating  a  country  from  external  economic 
influences.  In  practice  agreed  international  measures  to  combat 
depression  whenever  it  appears  will  be  more  effective  than  unilateral 
protective  measures  by  single  countries. 

The  link  in  Article  VII  between  freer  trade  and  full  employment 
placed  trade  policy  in  a  modern  context,  clearly  differentiating  it 
from  the  laissez-faire  of  the  nineteenth  century.  The  economic  doc- 
trines which  Keynes  expounded  from  the  middle  1930's  and  the 
economic  policies  which  he  began  to  advocate  still  earlier  had  borne 
fruit  on  both  sides  of  the  Atlantic  and  British  and  American  econo- 
mists concerned  saw  eye  to  eye  on  the  general  principles  enshrined 
in  Article  VII.  Some,  indeed,  were  inclined  to  stress  the  importance 
of  employment  policy  rather  more  than  that  of  trade  policy,  while 
others  were  inclined  to  tilt  the  balance  the  other  way.  But  all  of  them 
accepted  the  view  that  the  maintenance  and  expansion  of  trade  and 
production  were  complementary  aims,  both  of  which  required  con- 
certed action  by  governments  in  their  domestic  and  in  their  interna- 
tional spheres  of  activity. 

One  of  the  most  important  of  the  postwar  international  economic 
questions,  however,  was  left  untouched  by  Article  VII.  In  the  dis- 
cussions before  the  article  was  signed  the  special  difficulties  of  Great 
Britain  arising  out  of  the  sacrifice  of  a  large  part  of  her  external 
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investments  owing  to  the  neutrality  legislation  and  the  Johnson  Act 
were  clearly  understood  as  a  vital  postwar  question.  It  would  have 
been  extremely  difficult  at  this  stage  for  the  State  Department  or  the 
White  House  to  enter  into  any  agreement,  however  tentative,  for 
direct  assistance  to  Great  Britain  to  meet  these  difficulties  after  the 
war.  It  would  also  have  been  difficult  to  draft  a  clause  covering  this 
subject  by  a  statement  of  general  principles — which  is  all  that  Article 
VII  was  intended  to  be.  Notwithstanding  the  great  importance  of 
the  subject,  the  lack  of  reference  to  it  in  Article  VII  may  be  justified 
on  the  ground  that  the  article  was  intended  to  cover  all  Mutual  Aid 
agreements  made  with  the  United  States,  and  that  Britain's  special 
difficulties  could  be  dealt  with  separately  and  directly  outside  the 
general  framework  of  the  Mutual  Aid  agreement.  Meanwhile,  con- 
structive measures  to  give  effect  to  the  general  objectives  of  Article 
VII  might  by  indirect  means  reduce  the  direct  obstacles  to  the  solu- 
tion of  Britain's  special  problem. 

Unfortunately,  however,  nothing  was  done  before  the  end  of  the 
war  to  deal  with  Britain's  special  difficulties.  The  chances  of  putting 
Article  VII  of  the  Mutual  Aid  agreement  into  effect  within  a  short 
period  were  lost.  Here,  as  in  other  important  matters,  the  sins  of 
omission  were  greater  than  the  sins  of  commission. 

In  retrospect  I  believe  that  the  arguments  which  I  used  in  1941 
and  1942  fell  short  of  a  full  grasp  of  postwar  international  trade 
problems.  As  I  gained  experience  of  short-run  problems  of  relief  and, 
still  more,  of  reconstruction,  and  as  I  studied  the  actual  structure  of 
multilateral  world  trade  in  the  past,5  I  came  increasingly  to  recognize 
their  limitations  and  to  see  the  reconstruction  of  world  trade,  not 
simply  as  a  problem  of  reducing  trade  barriers  and  maintaining  full 
employment,  but  rather  as  an  immensely  complicated  problem  in 
economic  geography,  calling  in  the  early  stages  for  unorthodox  and 
makeshift  devices  to  restart  trade  where  it  had  ceased  or  diminished 
to  a  trickle,  and,  in  the  longer  run,  for  new  and  delicate  adjust- 
ments in  the  division  of  labor  between  and  within  every  continent. 
These  adjustments  depend,  not  only  on  the  establishment  of  ap- 
propriate price  relationships  between  countries,  but  also  on  far- 
sighted  international  cooperation  to  work  out  on  broad  lines  an 
amended  pattern  of  multilateral  trade  which  would  enable  the  lack  of 

5  Chiefly   in  the  remarkable  work  of  Folke  Hilgerdt,   The  Network  of  World 
Trade,  League  of  Nations,  Geneva,  1943  :  reprinted  by  the  United  Nations. 
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balance  in  the  exchange  of  goods  across  the  North  Atlantic  to  be  off- 
set by  a  reconstructed  network  of  trade  between  the  peoples  on  each 
side  of  that  ocean  on  the  one  hand  and  those  of  Asia  and  Africa  on 
the  other.  This  longer-run  goal  cannot  easily  or  quickly  be  reached : 
it  involves  "real"  as  well  as  monetary  factors  and  different  degrees 
of  economic  development  as  well  as  different  regional  endowments 
of  natural  resources. 


CHAPTER    II 

A  Period  of  Frustration 


The  signing  of  Article  VII  of  the  Mutual  Aid 
Agreement  was  a  landmark  in  the  history  of  post- 
war international  economic  planning.  But  the  commitments  which 
it  embodied  were  in  the  form  of  general  principles  to  be  followed 
in  planning  more  detailed  measures  to  govern  postwar  practice.  The 
success  of  the  agreement  depended  on  the  zeal,  the  ability,  and  the 
speed  with  which  each  government  would  plan  at  home  and  ne- 
gotiate abroad. 

In  plain  language  Article  VII  committed  the  signatories  "at  an 
early  convenient  date"  to  confer  on  measures  to  give  effect  to  it, 
and  both  Whitehall  and  the  United  States  Embassy  in  London  ex- 
pected that  this  part  of  the  agreement  would  be  carried  out  with 
little  delay,  particularly  in  view  of  the  pressure  that  Washington 
had  exerted  on  Downing  Street  to  agree  to  the  text  that  was  adopted. 

Shortly  after  the  agreement  was  reached,  Ambassador  Winant 
and  I  spent  an  evening  in  discussion  with  Mr.  Keynes  on  the  next 
steps  to  take.  At  dinner  Keynes  expressed  his  satisfaction  with  the 
agreement  on  Article  VII,  adding  that  he  had  for  some  time  advised 
the  Chancellor  of  the  Exchequer  to  agree  to  the  text.  The  Am- 
bassador, who  had  held  frequent  conversations  with  the  Chancellor 
during  the  negotiations,  replied  cordially,  "I  knew  you  did." 

We  then  agreed  that  it  was  too  early  to  begin  formal  negotiations 
to  give  effect  to  Article  VII.  The  Ambassador  held  that  the  best 
course  would  be  first  to  assemble  a  small  group  of  British  and  Ameri- 
can economic  experts  to  discuss  the  whole  ground  covered  by  Article 
VII  and  to  prepare  tentative  plans,  embodying  what  seemed  desirable 
on  economic  grounds,  to  serve  as  a  basis  for  discussion  in  official 
negotiations  later.  It  might  subsequently  be  necessary  to  modify  these 
plans  for  political  reasons,  but  at  least  the  economic  issues  would 
be  made  clear  at  the  outset.  He  believed  it  would  be  a  mistake  to 
throw  such  complex  economic  questions  directly  into  formal  diplo- 
matic negotiations.  His  experience  in  public  office  had  led  him  wher- 
ever possible  to  obtain  the  impartial  advice  of  a  group  of  trained 
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experts  before  throwing  an  economic  question  into  the  political  arena. 
In  this  way  the  specialists  were  able  to  concentrate  on  the  merits  of 
the  question.  If  they  were  brought  into  the  discussions  only  on  the 
eve  of  formal  negotiations  they  were  bound  to  be  diverted  frequently 
by  political  maneuvers  from  the  work  for  which  they  were  peculiarly 
fitted.  Moreover,  formal  negotiations  could  not  be  undertaken  in 
practice  without  the  knowledge  of  the  public  and  consequently  with- 
out exposing  the  negotiators  to  fierce  political  pressures  from  all 
sides. 

Keynes  said  that  these  views  were  in  harmony  with  his  own  and 
he  believed  with  those  of  the  Treasury.  We  agreed  that  it  was  too 
early  to  begin  formal  negotiations  and  that  preliminary  talks  should 
be  strictly  confidential  and  designed  only  to  clear  the  ground  with- 
out committing  either  side. 

A  few  days  later  Nigel  Ronald,  the  Assistant  Under-Secretary 
who  throughout  the  war  dealt  with  postwar  economic  questions,  told 
me  that  these  views  were  similar  to  those  of  the  Foreign  Office. 
The  Ambassador  then  showed  me  a  telegram  which  he  had  drafted, 
proposing  that  the  State  Department  should  send  a  group  of  experts 
to  London  in  a  short  time  to  discuss  the  economic  implications  of 
Article  VII  privately  and  informally,  without  commitment,  with  a 
group  of  British  economists  in  Whitehall.  He  suggested  names  for 
the  group,  including  not  only  economists  in  full-time  government 
service,  but  also  Professor  Jacob  Viner. 

The  United  Kingdom  had  hesitated  long  and  raised  many  ques- 
tions before  accepting  Article  VII,  but  once  agreement  was  reached 
the  British  negotiators  wished  to  follow  it  with  early  discussions  on 
the  way  in  which  the  commitment  should  be  fulfilled,  starting  with 
informal,  exploratory  and  non-committal  talks.  In  the  embassy  we 
all  shared  this  desire  and  expected  that  it  would  be  shared  in  Wash- 
ington. 

But  to  our  dismay  the  months  went  by  without  any  action  in 
Washington  to  carry  out  the  commitment  in  Article  VII  to  enter  into 
discussions  "at  an  early  convenient  date."  The  State  Department, 
the  Treasury,  and  the  White  House  had  pressed  vigorously  for  the 
acceptance  of  Article  VII  but,  when  it  had  been  accepted,  to  outward 
appearance  they  seemed  to  lose  all  interest  in  the  matter.  A  long 
period  was  to  pass  before  organized  discussions  between  Washington 
and  London  began. 
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The  Ambassador  renewed  his  proposal  again  and  again  and  varied 
its  form  in  the  hope  that  if  a  team  could  not  come  at  least  a  few  in- 
dividuals could  come  singly.  A  complete  explanation  of  the  delay 
cannot  be  made  by  one  who,  like  the  present  writer,  was  in  London 
all  through  the  year.  It  seems  likely,  however,  that  the  postpone- 
ment of  action  was  due  to  Secretary  Hull's  attitude  rather  than  to  that 
of  his  aides  who  were  concerned  with  the  subjects  covered  by  Article 
VII.  The  Secretary  was  an  able  statesman,  interested  in  economic 
matters.  But  he  was  cautious — sometimes  overcautious — by  nature, 
and  his  caution  had  been  deepened  by  decades  of  experience  in  the 
ways  of  Congress  and  the  motives  and  subterfuges  of  Congressmen. 
The  United  States  had  entered  or  rather  had  been  thrown  into  the 
war  only  a  few  months  before  and  was  suffering  serious  reverses  in 
battle.  It  might  have  been  argued  that  at  such  a  time  Congress  would 
be  hostile  to  any  discussions  on  postwar  matters,  and  that  the 
notorious  difficulty  of  keeping  secrets  in  Washington  would  make 
the  chances  very  slender  of  moving  a  team  of  leading  economic  of- 
ficials to  London  without  attracting  the  attention  of  journalists  and 
congressmen.  In  the  embassy  we  believed  that  this  difficulty  could 
have  been  met  by  sending  one  or  two  officials  at  a  time,  ostensibly 
to  deal  with  some  of  the  numerous  interallied  wartime  economic  ques- 
tions that  frequently  arose. 

However,  officials  in  London  and  Washington,  though  unable  to 
negotiate  abroad,  made  important  progress  in  planning  at  home 
during  this  period,  and  in  each  capital  personal  and  unofficial  dis- 
cussions took  place  "off  the  record."  At  this  point  it  is  appropriate 
to  examine  briefly  the  processes  of  postwar  planning  in  the  earlier 
war  period  in  London  and  Washington.  After  the  early  war  crises 
passed  there  was  a  striking  development  of  postwar  economic  and 
social  planning  in  London,  but  it  will  be  discussed  in  the  present 
study  only  where  it  is  directly  relevant  to  international  measures. 

The  background  against  which  Whitehall's  postwar  planning  was 
carried  on  stood  in  sharp  contrast  with  that  against  which  the  adminis- 
tration and  civil  servants  had  to  struggle  in  Washington.  Members  of 
Parliament  as  well  as  the  public  constantly  agitated  for  more  definite 
evidence  that  the  government  was  working  on  questions  of  postwar 
reconstruction.  From  an  early  stage  Ambassador  Winant  and  I, 
moving  in  somewhat  different  circles  in  London,  came  independently 
to  the  conclusion  that  the  lethargy  of  the  sorry  days  of  Baldwin  and 
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Neville  Chamberlain  had  ended,  that  the  British  people  were  de- 
termined on  far-reaching  change  and  that  the  British  government 
would  take  the  lead  in  political,  social,  and  economic  changes  after 
the  war.  The  public  demand  was  concentrated  more  on  domestic 
than  on  international  aspects  of  postwar  reform,  but  in  Whitehall 
the  experienced  civil  servants,  both  permanent  and  temporary,  were 
well  aware  of  the  inseparable  relations  between  domestic  and  inter- 
national affairs  and  threw  their  energies  into  the  formation  of  plans 
for  both  parts  of  the  work. 

In  response  to  public  and  Parliamentary  agitation  for  greater  gov- 
ernment activity  in  postwar  planning,  the  Minister  without  Port- 
folio, Arthur  Greenwood,  was  charged  to  coordinate  the  work  on 
reconstruction  and  was  given  a  small  secretariat.  This  group  was 
sometimes  referred  to  in  public  discussion  as  the  "Ministry  of  Re- 
construction." In  reality  it  was  a  clearinghouse  of  information  and 
not  a  body  which  initiated  proposals  and  formulated  measures. 
Particularly,  it  was  a  center  to  which  voluntary  organizations  out- 
side the  government  could  convey  their  ideas  on  postwar  plans.  The 
public  expected  more  from  Mr.  Greenwood,  but  the  transfer  of  these 
functions  from  him  to  the  Paymaster  General,  Sir  William  Jowitt, 
provoked  derisive  comment:  in  the  public  mind  a  Paymaster  Gen- 
eral had  something  to  do  with  control  of  the  purse  and  was  more 
likely  to  restrict  than  to  hasten  costly  schemes  of  reconstruction !  In 
reality,  of  course,  the  public  critics  of  both  Greenwood  and  Jowitt 
misunderstood  the  structure  of  their  own  government  and  overesti- 
mated the  results  that  could  reasonably  have  been  expected  from 
these  ministers  and  their  secretariat.  In  the  cabinet  form  of  govern- 
ment no  minister  appointed  to  deal  with  postwar  reconstruction  could 
stand  above  and  give  directions  to  cabinet  ministers  in  charge  of  de- 
partments. All  he  could  do  was  attempt  to  persuade  the  departments 
to  integrate  their  work,  to  reach  agreements,  and  to  take  up  questions 
on  which  work  had  not  yet  begun. 

The  direct  role  of  formal  organization  in  Whitehall  should  not 
be  overestimated.  It  was  more  adapted  to  bring  postwar  measures 
to  a  head  than  to  initiate  them.  It  was  a  clearinghouse  rather  than 
a  source  from  which  the  original  plans  came.  Some  of  the  plans 
ultimately  adopted  had  their  origins  in  the  initiative  of  individuals 
who  drafted  schemes,  persuaded  their  colleagues  in  the  departments 
in  which  they  worked  to  accept  them,  perhaps  with  modifications, 
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and  discussed  them  informally  with  colleagues  in  other  departments. 
When  a  plan  had  been  adopted,  either  by  the  department  of  its 
originator  or  by  another  department  to  whose  sphere  of  work  it 
properly  belonged,  it  was  placed  before  the  interdepartmental  com- 
mittee dealing  with  postwar  international  questions.  There  it  was 
critically  examined  by  the  leading  civil  servants  in  Whitehall.  Keynes 
played  a  constructive  role  on  this  committee,  bringing  his  quick  and 
powerful  mind  and  his  charm  of  manner  and  persuasiveness  to  the 
task  of  piloting  constructive  plans,  containing  innovations  disturbing 
to  the  able  but  less  original  civil  servants  of  high  rank,  through  a 
group  whose  members  were  not  prone  to  accept  anything  uncritically. 
Other  economists  besides  Keynes,  who  were  brought  from  the 
universities  into  Government  work  during  the  war,  made  important 
contributions  both  to  the  establishment  of  a  war  economy  which  was 
probably  the  most  efficient  in  the  world  and  to  the  initiation  of  post- 
war economic  plans.  This  development  seems  to  have  begun  when 
Lord  Stamp,  early  in  the  war  brought  in  two  economists,  Austin 
Robinson  of  Cambridge  and  John  Jewkes  of  Manchester.  The  re- 
sults were  most  successful,  and  after  the  formation  of  the  coalition 
government  in  the  spring  of  1940,  vigorous  measures  were  taken 
to  strengthen  the  organization  and  personnel  of  Whitehall.  A  number 
of  economists  and  others,  who  were  subsequently  to  distinguish 
themselves  in  public  life,  were  brought  into  the  government  depart- 
ments and  the  War  Cabinet  secretariat.  Professor  Lionel  Robbins, 
the  well  known  economist  of  London  University,  and  James  Meade, 
an  Oxford  economist  whom  Ambassador  Winant  and  I  had  known 
in  Geneva  when  he  was  on  the  staff  of  the  League  of  Nations  before 
the  war,  both  joined  the  Economic  Section  of  the  War  Cabinet  secre- 
tariat and  Professor  Robbins  became  head  of  the  section.  While 
Mr.  Keynes  and  Lord  Catto  became  advisers  to  the  Chancellor  of  the 
Exchequer,  H.  D.  Henderson  and  later  D.  H.  Robertson,  two  other 
distinguished  Cambridge  economists,  also  entered  the  Treasury, 
and  Henry  Clay  joined  the  Board  of  Trade.  Others  from  the  uni- 
versities who  were  not  trained  as  economists  achieved  distinction 
in  economic  administration  during  the  war.  For  example,  Oliver 
Franks  and  William  Morris,  both  philosophers,  played  leading  roles 
in  the  Ministry  of  Supply  and  John  Maud,  a  historian,  and  Mr.  Hol- 
lins,  an  inspector  of  schools,  filled  leading  positions  in  the  Ministry 
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of  Food :  all  of  them  played  important  parts  in  international  negotia- 
tions on  economic  matters. 

The  union  of  these  leading  members  of  the  universities  with  the 
experienced  and  well-trained  permanent  civil  servants  in  Whitehall 
produced  striking  results  in  economic  administration  during  the  war 
and  in  economic  planning  for  the  postwar  period.  The  strongest  part 
of  the  whole  machinery  of  government  lay  in  this  area,  least  noticed 
by  the  outside  world.  But  postwar  plans  could  not  be  finally  adopted 
here :  they  had  subsequently  to  pass  the  scrutiny  of  ministers. 

When  a  plan  was  approved  by  the  interdepartmental  committees 
an  opportunity  was  sought  to  bring  it  before  the  ministerial  com- 
mittee to  be  examined  and  passed  on  and,  if  acceptable,  to  be  sent 
to  the  War  Cabinet  for  final  approval,  after  which  it  became  official 
government  policy  to  be  followed  in  negotiations  with  other  coun- 
tries. However,  throughout  much  of  the  war  period  it  was  difficult 
for  civil  servants  to  persuade  ministers  to  give  thorough  considera- 
tion to  postwar  economic  plans  which  raised  complicated  issues  on 
which  much  thought  was  needed  before  an  intelligent  judgment 
could  be  reached.  When  military  reverses,  or  losses  on  the  high  seas, 
or  assaults  on  Britain  from  the  air,  or  secret  planning  of  air  and  land 
attacks  on  the  enemy  were  occupying  ministers,  there  was  little  in- 
clination on  their  part  to  turn  aside  to  study  plans  for  dealing  with 
postwar  conditions.  Often  the  evil  was  more  than  sufficient  for  the 
day  and  ministers  were  left  too  exhausted  to  take  up  good  works 
relating  to  the  time  when  the  tyranny  would  be  overpast. 

Fortunately  a  second  procedure  was  worked  out  which  permitted 
greater  flexibility  and  made  less  demand  on  the  time  of  ministers. 
It  provided  for  cabinet  approval  of  documents  on  postwar  questions 
as  a  basis  for  discussion  in  external  negotiations.  This  did  not  com- 
mit the  government  to  subsequent  final  approval  of  the  proposals 
as  a  whole  but  served  as  a  "green  light"  to  move  forward  on  pre- 
liminary discussions  with  the  representatives  of  other  countries. 

During  this  period  postwar  planning  in  Washington  was  carried 
on  under  conditions  much  more  difficult  than  those  in  London.  The 
members  of  the  legislature,  instead  of  pressing  the  government  to 
hasten  preparations  for  postwar  reconstruction,  looked  with  sus- 
picion on  all  aspirations  for  recreating  the  postwar  world  in  a  new 
image,  particularly  when  they  imagined  that  they  could  detect  re- 
semblances between  the  aims  of  postwar  reconstruction  and  the  aims 
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of  the  New  Deal,  which  by  then  had  lost  its  earlier  momentum.  The 
form  of  government  in  the  United  States  provided  reactionary 
groups  and  vested  interests  with  opportunities  unequalled  in  other 
democratic  countries  to  hinder  or  wreck  reforms  at  home  and  co- 
operation abroad.  In  May  1942,  Secretary  Hull,  in  a  private  meeting 
of  the  Advisory  Committee  on  Postwar  Foreign  Policy,  "expressed 
anxiety  over  the  interest  groups  and  opposing  ideological  influences 
that  would  inevitably  bring  their  strength  to  bear  against  the  con- 
structive views  on  peace  settlement  and  world  improvement  to  be 
developed  by  the  Committee.  Such  interest  groups  and  influences 
constituted  perhaps  the  greatest  threat  that  the  work  would  face; 
he  anticipated  that  the  best  document  that  could  be  devised  would  be 
attacked.  He  was  convinced  of  the  necessity  of  making  better  prep- 
aration for  world  peace  than  had  been  made  in  the  course  of  the  First 
World  War.  The  chances  nevertheless  were  about  one  to  two  or 
three  whether  a  soundly  conceived  peace  could  be  carried  to  frui- 
tion."1 

These  long-standing  difficulties  were  intensified  in  1942  by  the 
abrupt  transition  from  peace  to  war  organization  in  the  United 
States.  Jolted  suddenly  out  of  two  decades  of  isolationist  illusions,  the 
American  people  were  forced  to  adjust  themselves  abruptly  to  a  new 
role  in  the  world,  and  many  of  them  were  not  yet  prepared  to  look 
further  ahead  still  and  to  consider  the  form  which  a  more  distant 
readjustment  should  take.  The  British  people,  having  lost  their 
illusions  earlier  and  having  passed  their  darkest  hour,  were  looking 
with  more  eagerness  and  determination  to  the  dawn,  distant  though 
it  might  yet  be. 

But,  as  usual,  the  Roosevelt  administration  had  been  more  far- 
sighted  than  Congress  and  the  Advisory  Committee  on  Postwar 
Foreign  Policy  was  set  up  in  February,  1942,  with  sub-committees 
on  economic  reconstruction  and  economic  policy.  The  first  of  these 
was  expected  to  deal  mainly  with  the  short-run  postwar  questions 
and  the  second  with  the  long-run  topics  that  would  come  up  mainly 
under  Article  VII  of  the  Mutual  Aid  Agreement.  But  in  1942,  as  we 
have  already  seen,  political  caution  prevented  these  committees  from 
initiating  or  from  accepting  invitations  to  Anglo-American  dis- 
cussions on  Article  VII  matters.  The  organization  itself  was  modified 

1  U.S.   Department  of   State,  Postwar  Foreign  Policy  Preparation,   I939-I945, 
Washington,  1949,  p.  92. 
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during  the  year  and  was  replaced  in  the  spring  of  the  following  year 
by  the  Committee  on  Postwar  Foreign  Economic  Policy — a  large 
body  composed  of  a  mixture  of  cabinet  officers,  heads  of  departments 
and  divisions,  and  a  few  prominent  persons  from  outside  govern- 
ment. 

More  important  than  the  work  of  the  committees  was  the  work 
of  civil  servants,  who  were  organized  and  distributed  among  the  de- 
partments on  different  lines  from  those  followed  in  Whitehall.  The 
Foreign  Office  never  set  up  an  economic  staff  and,  as  we  have  seen, 
the  economic  preparations  in  London  were  conducted  by  a  small 
number  of  highly  qualified  economists  spread  over  a  number  of  de- 
partments. The  State  Department,  from  an  early  stage,  began  to  build 
up  an  economic  staff.  In  1941  and  1942  Dr.  Leo  Pasvolsky,  Secre- 
tary Hull's  trusted  adviser,  who  had  unusually  wide  qualifications 
in  both  economic  and  political  matters,  headed  a  Division  of  Special 
Research  which  was  divided  into  economic  and  political  sections.  In 
addition  Harry  Hawkins,  notwithstanding  his  large  operational 
responsibilities,  always  provided  for  the  conduct  of  research  in  his 
division  of  Commercial  Policy  and  Trade  Agreements.  Thus  the 
State  Department  was  the  chief  agency  of  government  to  engage  in 
postwar  planning.  Next  came  the  Treasury,  where  Dr.  Harry  White, 
with  a  capable  group  of  assistants,  set  to  work  early  on  postwar 
monetary  plans.  Secretary  Morgenthau  and  Dr.  White  were  never 
excessively  cordial  toward  Secretary  Hull  and  the  State  Depart- 
ment, and  the  lines  became  rather  sharply  drawn  between  interna- 
tional financial  reconstruction,  which  Morgenthau  claimed  as  his 
more  or  less  exclusive  province,  and  other  aspects  of  international 
economic  reconstruction.  Next  to  the  Treasury  in  importance  came 
the  Department  of  Agriculture,  which  showed  a  keen  interest  in  com- 
modity agreements  and  in  trade  policy  where  it  affected  the  move- 
ment of  agricultural  products.  Here  again  there  was  always  danger 
of  clashes  of  jurisdiction.2 

The  signing  of  Article  VII  of  the  Mutual  Aid  Agreement  led 

2  The  influence  of  personal  factors  on  the  work  of  the  committees  and  research 
staff  were  at  times  important  but  could  better  be  evaluated  by  those  who  were  in 
Washington  during  1942.  They  are  naturally  ignored  in  the  official  publication  of 
the  State  Department,  Postwar  Policy  Preparation  1939-IQ45,  Washington,  1950, 
which  came  out  after  most  of  the  present  study  was  written.  Such  publications  are 
valuable  records  of  the  facts  concerning  formal  organizations,  meetings  and  other 
activities  but  they  necessarily  leave  out  the  complex  interplay  of  human  personalities 
which  in  the  last  resort  is  the  very  core  of  history. 
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to  increased  activity  in  Whitehall  on  the  international  aspects  of 
postwar  economic  reconstruction.  At  the  same  time  Ambassador 
Winant  was  anxious  that  an  outline  should  be  drawn  of  the  inter- 
national economic  measures  necessary  to  fulfill  the  obligations  un- 
dertaken in  Article  VII,  and  asked  me  to  work  on  the  subject,  and, 
after  discussing  it  with  a  leading  economist  in  Whitehall,  to  bring 
him  a  draft  outline. 

This  discussion  took  place  on  a  purely  personal  and  unofficial  basis. 
In  brief  summary,  it  led  to  the  conclusion  that  postwar  economic 
plans  should  provide  for  the  following:  (i)  an  international  or- 
ganization with  enough  resources  to  preserve  exchange  stability  and 
tide  over  balance-of-payments  difficulties  among  member  countries; 
(2)  an  international  organization  to  foster  long-term  international 
capital  movements,  avoiding  the  abuses  in  international  investment 
of  the  1920's,  advancing  the  development  of  poorer  areas  and  meet- 
ing needs  which  are  important  in  the  long  run  but  which  might  be 
passed  over  by  private  investors  in  favor  of  openings  likely  to  yield 
profits  earlier;  (3)  an  international  supervision  of  commodity  agree- 
ments to  ensure  that  they  would  be  used  constructively  to  reduce  use- 
less price  fluctuations,  that  they  would  give  proper  representation 
to  consumer  countries,  and  that  they  would  refrain  from  restricting 
low-cost  production  to  bolster  up  high-cost  production  indefinitely; 
(4)  international  measures  to  reduce  trade  barriers  drastically,  and 
ultimately  to  remove  discriminations;  (5)  international  organiza- 
tion of  relief  and  reconstruction;  (6)  measures  to  maintain  full 
employment.3 

We  considered  all  of  these  measures  except  relief  and  reconstruc- 
tion as  arising  directly  out  of  Article  VII  and  indispensable  to  its 

3  Some  if  not  most  of  these  suggestions  had  been  in  the  air  for  several  months. 
It  would  be  impossible  for  any  single  individual  to  trace  them  all  to  their  origins. 
In  the  quiescent  period  of  the  war  I  worked  with  a  group  of  League  and  ILO 
officials  in  Geneva  who  threw  out  a  number  of  ideas.  I  recollect  also  some  later 
personal  discussions  in  Washington  with  Professor  Alvin  Hansen  and  in  Montreal 
with  members  of  a  group  of  the  Canadian  Institute  of  International  Affairs.  My 
notes  also  indicate  that  early  in  1941,  as  economic  adviser  to  the  International  Labor 
Office  I  suggested  that  postwar  reconstruction  measures  should  include  a  joint 
U.S. -U.K.  exchange  stabilization  fund  through  which,  in  the  early  postwar  period, 
British  balance-of-payments  difficulties  would  be  met;  international  supervision  of 
raw  material  agreements ;  international  investment  machinery  to  assist  countries 
which  urgently  needed  capital  and  technical  knowledge  but  which  had  difficulty  in 
competing  for  them  through  private  channels ;  concerted  reduction  of  trade  barriers ; 
and  continuation  and  extension  of  the  international  food  and  nutrition  work  of  the 
League  and  ILO.  Subsequently  the  ILO  published  studies  on  two  of  these  subjects. 
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fulfillment.  But  it  was  clear  that  each  of  them  would  have  to  be 
prepared  and  negotiated  in  detail,  probably  in  separate  plans,  and 
that  no  time  should  be  lost  in  making  a  start. 

Keynes  had  already  made  great  progress  on  his  postwar  financial 
proposals.  He  had  not  remained  long  in  the  mood  of  pessimism  that 
had  seemed  to  dominate  him  in  Washington  in  the  summer  of  1941 
and  for  a  time  after  he  had  returned  to  London.  In  the  autumn  of 
1 94 1  he  had  set  to  work  on  the  substance  of  his  future  plan  for  an 
international  clearing  union.  When  several  months  had  passed  with- 
out any  response  from  the  State  Department  to  the  Ambassador's 
proposals  for  informal  British-American  talks,  Mr.  Ronald  and  Mr. 
Keynes  informed  me  that  to  reduce  loss  of  time  and  to  prevent 
separate  crystallization  of  the  ideas  of  London  and  those  of  Wash- 
ington economists  into  hard  and  fast  positions  which  later  might 
prove  to  be  difficult  to  harmonize,  they  were  prepared  to  exchange 
papers  with  us  in  order  that  each  side  might  learn  the  general  lines 
on  which  the  other  was  working. 

Unfortunately,  political  caution  in  Washington  at  that  time  de- 
layed the  exchange  of  papers  as  well  as  the  conversations.4  When  an 
informal  response  came  from  Washington  it  came  from  the  United 
States  Treasury.  Meantime  the  British  plan  for  an  international 
clearing  union  was  handed  to  us. 

This  came  to  be  known  as  the  "Keynes  Plan,"  though  it  should  be 
remembered  that  the  plan  had  been  studied  and  worked  over  by  other 
able  officials,  analyzed  and  debated  in  committee,  and  approved  as 
a  basis  for  discussion  with  other  governments.  The  document  carries 
many  evidences  of  the  hand  of  Keynes.  It  is  unusual  among  gov- 
ernment papers  in  the  distinction  of  its  style,  in  the  form  of  its 
presentation,  in  the  breadth  of  its  vision,  and  in  its  underlying  moral 
earnestness.  Keynes  felt  that  humanity  must  be  spared  the  economic 
disorders  which  had  brought  so  much  individual  human  suffering  in 
the  interwar  period. 

The  document  made  a  modest  disclaimer  of  originality  for  the 
proposals,  which  were  described  as  "an  attempt  to  reduce  to  practical 
shape  certain  general  ideas  belonging  to  the  contemporary  climate  of 

4  It  should  be  mentioned  that  a  valuable  paper  on  postwar  economic  planning  was 
prepared  about  this  time  by  Dr.  Leo  Pasvolsky,  adviser  to  Secretary  Hull,  who 
headed  the  postwar  planning  groups  in  the  Department  of  State.  This  paper,  how- 
ever, could  only  be  circulated  to  a  few  individuals  at  this  time ;  it  was  not  "cleared 
at  the  political  level." 
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economic  opinion,  which  have  been  given  publicity  in  recent  months 
by  writers  of  several  different  nationalities."  The  general  ideas  "are 
born  of  the  spirit  of  the  age"  and  the  details  of  the  plan  "are  offered 
in  no  dogmatic  spirit,  as  the  basis  of  discussion  for  criticism  or  im- 
provement. For  we  cannot  make  progress  without  embodying  the 
general  underlying  idea  in  a  frame  of  actual  working,  which  will 
bring  out  the  practical  and  political  difficulties  to  be  faced  and  met 
if  the  breath  of  life  is  to  inform  it."5 

The  aims  of  the  plan  were  comprehensive — far  more  so  than  those 
of  the  plan  ultimately  adopted  at  Bretton  Woods.  However,  its  central 
provisions  were  simple.  The  typically  British  device  of  the  overdraft 
seems  to  have  influenced  their  form.  The  facilities  for  overdrafts 
could  be  used  particularly  to  deal  with  any  temporary  adverse  balance 
of  payments  which  under  laissez-faire  conditions  would  disrupt 
world  trade  as  well  as  the  economy  of  the  country  primarily  con- 
cerned. The  limits  of  the  overdraft  facilities  were  to  be  related  to  the 
average  annual  value  of  the  imports  and  exports  of  the  member 
country  in  a  selected  previous  period — a  value  designated  as  the 
quota  of  the  country.  Thus  the  financial  resources  of  the  international 
clearing  union  were  to  be  equal  to  the  average  annual  value  of  the 
imports  and  exports  of  the  member  countries  in  a  previous  period. 
These  were  to  be  expressed  in  units  of  an  international  money  named 
bancor,  fixed  in  value  in  gold  and  in  member's  currency. 

Overdrafts  up  to  one-quarter  of  the  value  of  a  member  country's 
quota  were  to  be  drawn  on  unconditionally  if  desired;  above  one- 
quarter  the  permission  of  the  governing  board  of  the  Union  was  to 
be  required;  and  above  one-half  increasingly  stringent  conditions 
were  to  be  laid  down  by  the  board,  leading  to  a  declaration  of  default 
if  the  overdraft  exceeded  three-quarters  for  more  than  two  years.  On 
the  other  hand  a  member  country  with  credit  balances  exceeding  one- 
half  of  its  quota  was  to  consult  with  the  board  on  measures  to  reduce 
its  balance. 

Such,  in  brief  and  rough  outline,  was  Keynes's  proposal  for  deal- 
ing with  temporary  balance  of  payments  difficulties.  A  permanent 
international  organization,  operating  or  ready  to  operate  long  after 

5  Quotations  taken  from  paragraph  2.  In  view  of  the  different  forms  in  which 
the  document  was  printed,  page  references  are  not  appropriate.  Among  previous 
writings  I  believe  Keynes  was  influenced  to  some  extent  by  a  paper  by  Mr.  E.  Schu- 
macher which  I  have  read  only  in  typewritten  form. 
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postwar  difficulties  had  passed  away,  was  to  be  established.  If  it 
had  existed  in  1931,  when  Britain's  assets  abroad,  though  adequate 
over  a  longer  period  to  cover  her  debts,  could  not  be  mobilized 
quickly  enough  to  meet  the  sudden  call  on  her  short-term  liabilities, 
the  crisis  could  have  been  avoided  without  abandonment  of  the  gold 
standard  and  the  international  consequences — political  and  economic 
— that  followed.  Not  all  the  international  economic  ills  of  the  day 
would  have  been  cured,  but  there  would  have  been  more  time  to  find 
remedies  for  the  deep-seated  maladjustments  that  lay  below  the  eco- 
nomic surface. 

But  the  Keynes  Plan  in  its  original  form  was  more  than  a  measure 
for  dealing  with  temporary  balance-of-payments  difficulties.  Its  ad- 
ditional features,  which  have  been  largely  forgotten  in  later  dis- 
cussions, carried  it  far  beyond  a  mere  plan  for  dealing  with  long- 
run  conditions  which  would  be  established  only  after  reconstruction 
had  been  completed.  From  the  beginning,  Mr.  Keynes  was  acutely 
conscious  of  the  problems  of  the  immediate  postwar  period.6  He  was 
willing  to  use  the  proposed  International  Clearing  Union  for  short- 
term  as  well  as  long-term  purposes : 

'The  Union  might  set  up  a  clearing  account  in  favour  of  inter- 
national bodies  charged  with  post-war  relief,  rehabilitation  and  re- 
construction. But  it  could  go  much  further  than  this.  For  it  might 
supplement  contributions  received  from  other  sources  by  granting 
overdraft  facilities  in  favour  of  these  bodies,  the  overdraft  being 
discharged  over  a  period  of  years  out  of  the  Reserve  Fund  of  the 
Union,  or,  if  necessary,  out  of  a  levy  on  surplus  credit  balances.  By  this 
means  it  is  possible  to  avoid  asking  any  country  to  assume  a  burden- 
some commitment  for  relief  and  reconstruction,  since  the  resources 
would  be  provided  in  the  first  instance  by  those  countries  having 
credit  clearing  accounts  for  which  they  have  no  immediate  use  and 
are  voluntarily  leaving  idle,  and  in  the  long  run  by  those  countries 
which  have  a  chronic  international  surplus  for  which  they  have  no 
beneficial  employment. " 

The  last  sentence  of  this  quotation  seems  to  be  oversimplified,  but 
the  proposal  to  give  short-term  functions  to  the  Union  must  be  ex- 

6  From  time  to  time  I  discussed  with  Mr.  Keynes  various  proposals  for  dealing 
with  relief  and  reconstruction  with  which  we  were  concerned  in  the  Embassy.  He 
was  as  keenly  interested  in  them  as  in  proposals  for  long-run  measures  and  was 
fertile  in  constructive  ideas,  though  at  times  he  did  not  wholly  appreciate  political 
difficulties  in  Washington. 
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amined  in  the  light  of  Keynes'  early  conception  of  the  nature  of  the 
problems  of  the  immediate  postwar  transition.  The  Clearing  Union 
plan  has  been  attacked  on  the  ground  that  it  would  be  inflationary. 
Keynes  did  say  categorically  that,  'The  plan  aims  at  the  substitu- 
tion of  an  expansionist,  in  place  of  a  contractionist,  pressure  on  world 
trade."7  But  this  statement  is  clearly  intended  to  refer  only  to  long- 
run  conditions  following  the  reconstruction  period.  Nowhere  in  the 
documents  on  postwar  planning  can  a  clearer  apprehension  be  found 
of  the  dangers  of  immediate  postwar  inflation  than  in  the  Clearing 
Union  plan.  In  one  of  the  most  penetrating  sections  of  the  document 
Keynes  pointed  out  the  advantage  of  launching  the  plan  quickly 
after  the  war  "in  the  first  energy  of  victory  and  whilst  the  active 
spirit  of  united  action  lasts."8 

But,  he  continued,  "Such  a  proposal  presents,  however,  something 
of  a  dilemma.  On  the  one  hand,  many  countries  will  be  in  particular 
need  of  reserves  of  overseas  resources  in  the  period  immediately 
after  the  war.  On  the  other  hand,  goods  will  be  in  short  supply  and 
the  prevention  of  inflationary  international  conditions  of  much  more 
importance  for  the  time  being  than  the  opposite.  The  expansionist 
tendency  of  the  plan,  which  is  a  leading  recommendation  of  it  as  soon 
as  peace-time  output  is  restored  and  the  productive  capacity  of  the 
world  is  in  running  order,  might  be  a  danger  in  the  early  days  of 
a  sellers'  market  and  an  excess  of  demand  over  supply." 

Keynes  proposed  to  resolve  this  dilemma  by  adjusting  the  over- 
draft facilities  of  the  Clearing  Union  to  whatever  financial  provisions 
might  be  made  for  relief  and  reconstruction.  If  the  Union  were  to 
make  overdrafts  for  the  latter  purposes,  it  would  restrict  if  necessary 
its  normal  overdraft  facilities  to  the  amount  of  gold  paid  in  by  mem- 
bers. In  other  words  the  Union  would  fulfill  short-term  emergency 
functions  for  the  transition  period  in  place  of  the  long-term  functions 
which  would  be  its  normal  concern  after  reconstruction  were  com- 
pleted. If  relief  and  reconstruction  were  to  be  financed  wholly  out- 
side the  Clearing  Union,  the  overdraft  facilities  of  the  Union  might 
be  suspended  during  a  relief  period  of  perhaps  two  years. 

Since  1942  this  part  of  the  original  Keynes  Plan  has  been  given 
less  attention  than  it  deserved.  However  impracticable  it  may  have 
been  from  a  political  point  of  view  it  showed  accurate  foresight,  even 
at  this  early  stage  in  the  war,  of  the  nature  of  immediate  postwar 

7  Par.  8.  8  Par.  41. 
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economic  conditions.9  Thus  the  Keynes  Plan  was  drawn  on  compre- 
hensive lines  and  was  not  conceived  of  purely  as  a  long-term  measure 
to  come  into  force  after  the  transition  period.  If  more  of  its  pro- 
visions had  been  accepted  the  economic  chaos  into  which  the  world 
lapsed  soon  after  the  end  of  the  war  might  have  been  largely  avoided. 

The  Keynes  Plan  was  not  long  to  hold  the  field  alone.  During  the 
late  spring  of  1942  the  Ambassador  was  informed  through  Treasury 
channels  of  a  postwar  international  monetary  plan  drafted  by  Dr. 
Harry  D.  White  at  Secretary  Morgenthau's  request.  This  plan,  a 
copy  of  which  was  sent  to  the  embassy,  was  modified  several  times 
before  it  was  later  made  public.  It  aimed  at  the  creation  of  an  inter- 
national stabilization  fund  and  a  bank  for  reconstruction  and  develop- 
ment. In  form  it  seemed  trite  and  pedestrian  by  comparison  with  the 
Keynes  Plan,  but  in  content  it  was  ahead  of  its  time  and  showed 
a  reasonably  clear  vision  of  postwar  difficulties.  It  resembled  the 
Keynes  Plan  in  many  of  its  aims  but  differed  in  its  methods.  It 
provided  for  advances  to  tide  over  temporary  balance-of-payments 
difficulties  but  the  advances  were  to  come,  not  from  overdrafts  but 
from  a  fund  subscribed  by  members  in  accordance  with  an  elaborate 
formula  in  which  arbitrary  weights  were  assigned  to  gold  stocks, 
gold  production,  national  income,  foreign  trade,  population,  foreign 
investments,  and  external  debts.  This  formula,  the  pseudo-scientific 
trappings  of  which  covered  political  motives,  would  have  required 
the  United  States  to  contribute  an  amount  five  times  as  great  as  that 
of  the  next  largest  contributor  and  at  the  same  time,  since  votes 
were  to  be  proportionate  to  contributions,  would  have  weighted  the 
United  States  vote  in  the  same  proportion.  This  scheme  contrasted 
with  that  of  Keynes,  whose  overdraft  facilities  were  to  be  propor- 
tionate to  the  volume  of  foreign  trade  and  thus  were  larger  for  the 
United  Kingdom  than  for  other  countries.  Presumably,  however, 
both  these  positions  were  taken  partly  for  bargaining  purposes,  and 
there  was  much  argument,  not  to  say  wrangling,  over  them  in  the 
negotiations  that  followed  later. 

The  White  Plan  laid  great  stress  on  stability  of  exchange  rates 
and  would  have  given  the  Fund  authority  to  fix  exchange  rates  in  its 
own  currency  dealings.  These  rates  were  to  be  changed  only  with  the 

9  Keynes  also  had  grasped  the  magnitude  of  the  immediate  postwar  difficulties  to 
be  expected.  He  expected  that,  even  if  the  resources  of  the  Clearing  Union  were 
used  for  relief  and  reconstruction,  it  would  be  necessary  in  addition  to  continue  Lend 
Lease  "or  other  aid  from  outside  the  Clearing  Union."  (Par.  43). 
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consent  of  four-fifths  of  the  members.  In.  the  controversies  on  de- 
valuation in  early  1949,  Washington  pressed  for,  while  London  for 
some  time  opposed,  changes  in  exchange  rates,  but  in  the  early  drafts 
of  the  monetary  plans  and  throughout  the  earlier  negotiations  Wash- 
ington had  argued  for  drastic  restrictions  on  the  right  of  any  country 
to  change  its  exchange  rate  unilaterally,  while  London  had  insisted 
on  considerable  flexibility. 

The  White  Plan  was  cast  in  more  conventional  commercial  forms 
than  those  of  the  Keynes  Plan.  The  general  conceptions  in  it  were 
familiar  to  bankers  and  businessmen  whose  support  would  be  needed 
in  the  United  States  to  obtain  the  consent  of  Congress  for  the  U.S. 
to  join  the  proposed  new  organization.  The  more  original  scheme 
of  Keynes  would  have  gained  acceptance  in  London  but  hardly  in 
Washington  political  circles.  Unfortunately,  a  measure  which  is,  as 
it  were,  ahead  of  its  time  has  little  chance  of  political  acceptance 
under  the  form  of  government  in  the  United  States,  which  gives  so 
many  opportunities  for  irresponsible  obstruction  and  consistently 
weights  the  scales  in  favor  of  conservatism. 

As  it  was  with  the  Keynes  Plan,  so  it  was  with  the  White  Plan; 
the  first  draft  contained  bold  proposals  ranging  much  wider  than  the 
plan  ultimately  adopted.  Just  as  the  failure  to  adopt  the  bolder  pro- 
posals of  Keynes  necessitated  new  emergency  measures  in  1947  and 
1948,  so  the  failure  to  adopt  the  bolder  proposals  in  the  White  Plan 
led  to  new  emergency  proposals  for  1949  and  1950.  For  a  prominent 
place  was  given  in  the  earlier  version  of  the  White  Plan  to  a  scheme 
for  liquidating  the  blocked  sterling  balances  which  had  accumulated 
during  the  war  as  a  result  of  Britain's  costly  activities  in  the  front 
line  of  resistance  to  the  enemy.  In  1942  White  estimated  that  these 
balances  would  exceed  $5,000  million,  and  that  Britain's  liquid 
foreign  exchange  holdings  would  be  far  less.  His  scheme  would  have 
enabled  a  government  to  sell  to  the  International  Monetary  Fund 
blocked  balances  accumulated  during  the  war,  on  condition  that  both 
the  creditor  and  the  debtor  country  after  a  three-year  interval  would 
begin  to  repurchase  40  per  cent  of  them  at  the  rate  of  2  per  cent 
annually.  The  balance  held  by  the  Fund  would  not  be  sold  without 
permission  from  the  debtor  country.  No  restrictions  on  convertibility 
would  be  placed  on  the  amounts  repurchased  by  the  creditor  country. 
The  danger  that  the  Fund  would  be  encumbered  with  too  much 
blocked  currency  was  to  be  met,  ( 1 )  by  permitting  the  Fund  to  buy 
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the  Government  bonds  of  the  debtor  country  and  use  them  as  security 
for  loans  in  any  country  except  the  debtor  country,  and  (2)  by  giving 
to  the  Fund  authority  to  limit  the  proportion  of  the  blocked  balances 
which  it  would  be  obliged  to  purchase  in  a  stated  period  of  time. 

The  war  continued  nearly  three  and  a  half  years  after  Dr.  White's 
plan  was  prepared  and  blocked  sterling  balances  increased  to  about 
$15,000  million — far  beyond  White's  estimate.  It  is  questionable 
whether  the  Fund  would  have  been  able  to  deal  with  balances  of  such 
a  size.  But  if  the  Fund  could  have  undertaken  to  deal  with  the  whole 
amount  then  Britain  would  have  been  free  of  its  burden  of  war  debt 
until  1948  and  afterwards  would  have  had  to  release  about  $300 
million  a  year,  which  is  less  than  she  has  actually  freed  in  some 
postwar  years.  The  Fund,  however,  would  have  carried  the  exhange 
risk  on  about  $3,000  million  and  it  would  have  been  difficult  to  get 
agreement  among  its  members  that  it  should  deal  in  such  large 
balances.  None  the  less,  the  proposal  was  a  serious  attempt  to  grapple 
with  a  problem  that  would  become  urgent  and  immediate  as  soon 
as  the  last  shot  was  fired.  If  adopted  it  would  have  made  the  Fund 
an  important  international  agency  of  the  transition  period  and  not — 
as  it  actually  became — merely  an  organization  whose  work  was  de- 
signed only  for  the  long-run  conditions  which  were  expected  to  fol- 
low the  period  of  postwar  reconstruction.  Moreover  the  proposal  was 
based  on  the  enlightened  doctrine  that  the  burden  of  the  war  debts, 
incurred  by  Britain  for  the  common  good,  should  be  shared  among 
those  who  had  received  the  benefits  of  the  expenditures. 

When  the  two  plans  had  been  confidentially  exchanged  and  studied 
in  Whitehall  and  Washington  by  groups  of  officials,  Ambassador 
Winant  became  increasingly  anxious  to  bring  their  authors  into 
preliminary  discussions  to  clear  the  ground  and  avoid  the  risk  of  each 
becoming  attached  to  his  own  plan  so  closely  as  to  endanger  the 
success  of  future  negotiations.  The  opportunity  came  when  Mr. 
Morgenthau  and  Dr.  White  arrived  in  London  in  the  late  summer 
of  1942  to  discuss  with  the  U.K.  Treasury  currency  questions  con- 
cerning future  operations  in  the  Mediterranean  theater. 

Mr.  Winant  obtained  Mr.  Morgenthau's  agreement  to  a  private 
discussion  between  Dr.  White  and  Mr.  Keynes  and  instructed  me 
to  arrange  it.  A  private  conference  of  economic  representatives  of 
the  Dominions,  India,  and  the  U.K.  was  taking  place  that  day  and 
Keynes  was  to  speak  to  it  in  the  afternoon.  Mr.  Morgenthau  and  Dr. 
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White  were  leaving  for  the  Mediterranean  in  the  evening.  When 
I  mentioned  Keynes's  engagement  in  the  afternoon,  Dr.  White,  who 
was  as  much  of  a  prima  donna  in  his  way  as  Keynes,  said  abruptly, 
"I  don't  want  to  talk  with  anyone  except  Keynes."  Fortunately,  when 
I  represented  the  matter  urgently  to  the  leading  Treasury  official, 
Sir  Wilfred  Eady,  the  meeting  of  the  Dominions  in  the  afternoon 
was  cancelled  and  a  private  meeting  was  held  in  the  Ambassador's 
room  attended  by  the  Ambassador,  Dr.  White,  Lauren  W.  Casaday, 
the  Treasury  attache  to  the  Embassy,  Lord  Keynes,  Mr.  Phillips, 
U.K.  Treasury  representative  at  the  British  Embassy  in  Washing- 
ton, and  the  present  writer.  It  is  a  melancholy  reflection  of  the  toll 
taken  by  the  war  that  by  1949  Mr.  Casaday10  and  the  present  writer 
were  the  only  survivors  of  this  group. 

The  exchange  of  views  was  left  almost  wholly  to  Keynes  and 
White.  It  was  lively  and  at  times  somewhat  acrimonious  but  exceed- 
ingly fruitful.  There  was  a  substantial  area  of  agreement  but  there 
were  also  sharp  differences.  Keynes  thought  the  fund  proposed  by 
White  would  not  be  large  enough.  White  considered  it  would  be  im- 
possible to  get  more,  if  as  much,  out  of  Congress  for  the  U.S.  share. 
This  led  to  some  controversy  over  the  question  whether  the  capital 
should  be  subscribed  or  created  as  a  new  issue,  as  Keynes  proposed. 
Keynes  vigorously  attacked  the  idea  of  subscribed  capital  but  White 
held  to  it  as  the  only  approach  that  Congress  would  accept.  He  also 
attacked  as  politically  impossible  the  proposal  of  Keynes  to  use 
the  Clearing  Union  to  finance  relief  and  reconstruction  or  any  part 
of  it.  Keynes  made  it  clear  that  the  proposal  that  a  four-fifths  ma- 
jority vote  should  be  required  before  a  change  in  a  country's  ex- 
change rate  could  be  made  would  not  be  acceptable  to  London. 
Britain,  because  of  its  precarious  financial  position,  must  retain  con- 
siderable freedom  to  act  unilaterally  in  such  matters  if  necessary, 
he  maintained.  Differences  arose  on  the  voting  system  and  other 
points.  Finally  Keynes  argued  for  direct  negotiations  between  the 
U.S.  and  U.K.  alone  or  possibly  with  the  Dominions  and  the  Soviet 
Union  added,  while  White  maintained  that  this  would  create  sus- 
picion of  an  Anglo-Saxon  financial  "gang-up."  Keynes  heatedly 
argued  that,  the  subject  matter  being  complicated,  it  was  essential 
that  the  U.S.  and  U.K.  should  work  out  a  plan  themselves,  invite 
the  Russians,  in  order  to  allay  suspicion,  and  perhaps  the  Dominions 

10  Now  Dean  of  the  Business  School  at  the  University  of  Arizona, 
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and  French,  to  join,  and  then  set  it  up  and  invite  the  rest  of  the  world 
to  join.  To  throw  open  to  a  meeting  of  over  fifty  nations  so  com- 
plicated a  matter,  involving  the  opening  of  new  paths,  would  be  to 
throw  it  into  a  "monkey  house,"  he  said.  White  argued  that  a  be- 
ginning might  be  made  in  two  or  three  separate  small  groups,  for 
example,  the  U.K.  and  European  Allies  and  the  U.S.  and  a  Latin 
American  group. 

It  seems  unnecessary  to  record  the  points  of  agreement  in  detail, 
since  it  was  the  act  of  bringing  differences  into  the  open  that  had  the 
greatest  effect  on  subsequent  preparations  in  Whitehall  and  Wash- 
ington. At  the  close  of  the  meeting,  which  was  presided  over  by 
Ambassador  Winant  with  his  usual  charm  and  skill  in  introducing 
a  humorous  touch  when  undue  heat  was  shown  by  the  principals, 
both  White  and  Keynes  agreed  that  as  a  result  of  the  exchange  of 
views  they  would  return  to  their  colleagues  with  proposals  for 
modifications  on  a  number  of  points. 

No  official  record  was  made  by  us  of  the  meeting.  The  State  De- 
partment had  not  yet  given  us  permission  to  engage  in  any  form  of 
discussion  on  postwar  matters  and  this  meeting  was  held  on  the 
personal  initiative  of  Ambassador  Winant.  It  was  the  first  of  many 
meetings  between  the  two  able,  conscientious  and  indefatigable  men 
who,  more  than  any  others,  were  responsible  for  the  establishment 
of  the  International  Monetary  Fund  and  the  International  Bank  for 
Reconstruction  and  Development,  and  who  in  the  process  sacrificed 
their  physical  health  and  lived  to  see  only  a  fragment  of  the  results 
of  their  labors. 


CHAPTER    III 

Progress  in  Financial  Planning 
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n  1943  Mr.  Keynes  continued  to  give  first  place 
among  postwar  plans  to  the  proposals  for  an  inter- 
national clearing  union.  In  the  latter  part  of  1942  and  the  early 
part  of  1943  he  frequently  asked  me  impatiently  when  Washington 
would  be  willing  to  hold  discussions  on  the  plan.1  The  exchange 
of  documents  on  the  Keynes  and  White  plans  had  been  valuable  in 
acquainting  Washington  and  London  officials  with  each  other's 
ideas.  But  Whitehall,  which  had  started  the  exchange,  was  not 
wholly  pleased  with  the  results  and  decided  to  withhold  for  a  time 
its  document  on  raw  material  questions,  apparently  fearing  that  if 
it  were  given  to  Washington  it  might  draw  forth  rival  plans,  as  the 
proposal  for  the  International  Clearing  Union  had  done.  There  was 
a  danger  that  vested  interests  and  personal  prestige  would  grow  up 
around  each  plan  and  increase  the  difficulties  of  producing  a  com- 
mon plan.  This  danger  was  increased  when  "leakages"  to  the  public 
occurred  during  1943.  On  different  occasions  there  were  leakages 
both  in  Washington  and  London,  which  eventually  led  to  the  publica- 
tion of  both  plans  and  a  third  plan  prepared  by  Ottawa.  The  whole 
truth  is  often  less  embarrassing  to  negotiators  than  half-truths  are, 
though  it  is  usually  still  better  to  withhold  all  information  in  the 
early  stages  of  negotiations. 

After  the  private  meeting  between  Mr.  Keynes  and  Dr.  White  in  the 
autumn  of  1942,  the  next  discussions  took  place  in  Washington.  They 
were  informal  exchanges  of  view  between  Dr.  White  and  Sir  Freder- 
ick Phillips,  British  Treasury  representative  in  Washington,  and  Dr. 
Redvers  Opie,  economic  adviser  to  the  British  Ambassador.  Al- 
though they  committed  neither  side  to  anything  they  were  valuable 
in  checking  undue  crystallization  of  views  and  in  enabling  each  side 
to  study  how  far  it  could  go  to  meet  the  other.  In  postwar  matters 

1  For  an  account  of  his  dismay  when  President  Roosevelt  chose  food  instead  of 
finance  as  the  subject  of  the  first  international  conference  on  postwar  matters,  see 
pp.  119-20. 
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civil  servants  in  London,  Washington,  and  Ottawa  did  all  they  could 
to  keep  the  ball  rolling,  even  if  it  only  rolled  slowly.  But  it  was  in 
international  finance  that  the  ball  rolled  fastest  and  was  least  often 
at  a  standstill.  Secretary  Morgenthau  was  more  forceful  and  in- 
dependent than  other  members  of  the  cabinet,  and  through  his  close 
friendship  with  President  Roosevelt  and  frequent  opportunities  of 
meeting  him  was  not  always  obliged  to  obtain  the  consent  of  his  col- 
leagues to  his  own  moves.  Moreover  the  monetary  plans  were  not 
clearly  understood  by  the  public,  and  hostile  congressmen  ready  to 
seize  any  opportunity  to  attack  the  administration  were  less  likely 
to  venture  into  the  mysteries  of  finance  than  they  were  to  oppose  the 
reduction  of  trade  barriers. 

The  conversations  on  the  monetary  plans  were  not  long  confined 
to  Britain  and  the  United  States.  A  meeting  was  arranged  in  London 
with  the  Finance  Ministers  of  the  European  Allies  in  exile,  and  in 
Washington  with  a  group  of  Latin  American  countries.  The  U.S. 
was  represented  by  observers  at  the  London  meeting  and  the  U.K. 
at  the  Washington  meeting.  The  London  meeting  was  the  last  oc- 
casion when  our  Embassy,  represented  by  the  Treasury  attache  and 
the  present  writer,  took  part  in  the  monetary  discussions,  which  were 
thereafter  conducted  entirely  on  the  other  side  of  the  Atlantic  ex- 
cept for  discussions  from  time  to  time  between  the  United  Kingdom 
and  the  representatives  of  the  Dominions  and  India.  The  Canadians 
went  to  Washington  for  discussions  and  in  June  added  another  plan 
to  the  Keynes  and  White  plans. 

From  time  to  time  differences  arose  among  the  U.S.,  U.K.,  and 
Canadian  representatives  on  a  number  of  points  in  the  monetary 
plans.  These  had  first  arisen  in  the  conversation  between  Keynes  and 
White  in  our  embassy.  White  held  tenaciously  that  the  capital  fund 
should  be  subscribed  by  governments  in  the  orthodox  manner.  In 
March  1943,  Keynes,  who  had  resisted  this  for  some  months,  ex- 
pressed to  me  the  opinion  that  the  principle  of  subscribed  capital  was 
"academically  discreditable  but  not  practically  important."  He  and 
his  colleagues  in  the  Treasury  were  seriously  disturbed,  however, 
by  what  they  considered  to  be  the  inadequate  size  of  the  fund  pro- 
posed in  the  U.S.  plan.  But  White  was  inclined  to  reduce  rather 
than  to  increase  the  fund,  especially  after  he  and  Mr.  Morgenthau 
began  to  take  soundings  in  congressional  circles. 

The  acceptance  of  the  principle  of  subscribed  capital  placed  the 
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United  Kingdom  in  a  less  favorable  voting  position  than  she  would 
have  had  under  the  Clearing  Union  Plan.  Each  of  the  proposals  for 
an  international  monetary  organization  was  based  on  "weighted" 
voting — a  far-reaching  divergence  from  the  principle,  "one  country, 
one  vote,"  which  had  been  accepted  in  all  important  international 
bodies,  whether  political  or  economic,  up  to  then.  The  divergence 
went  in  different  directions  in  the  Keynes  and  White  Plans.  In  the 
White  Plan  it  leaned  toward  the  principle,  "He  who  pays  the  piper 
calls  the  tune,"  and  thus  would  have  tended  to  set  up  an  aristocracy 
of  wealth.  In  the  Keynes  Plan  it  would  have  set  up  an  aristocracy 
of  commerce,  favoring  the  nations  of  shopkeepers.  When  the  nations 
were  arrayed  in  order  of  their  wealth  the  United  States  came  off  best ; 
when  they  were  arrayed  according  to  their  prewar  commercial  im- 
portance Britain  took  a  leading  position. 

It  is  perhaps  an  oversimplification  to  say  that  the  White  Plan 
would  have  adjusted  voting  to  comparative  wealth  or  income.  As 
we  have  seen,  the  voting  formula  proposed  was  made  up  of  a  hodge- 
podge of  criteria  arbitrarily  lumped  together,  with  a  superficial  ap- 
pearance of  "objectivity"  masking  the  real  aim  of  political  expediency. 
In  the  first  edition  of  the  White  Plan  it  would  have  given  the  United 
States  such  sweeping  power  in  the  organization  that  it  could  not  be 
taken  seriously:  obviously  White  was  using  it  as  a  position  from 
which  to  bargain.  Keynes  opposed  it  vigorously  but  by  the  spring 
of  1943  was  less  concerned  about  the  precise  voting  formula.  He  said 
to  me  in  March:  "I  now  consider  the  success  of  the  plan  depends 
on  the  will  to  cooperate ;  without  that  will  no  manipulation  of  voting 
powers  will  help ;  with  it  the  details  of  voting  are  of  secondary  im- 
portance." 

Both  Keynes  and  the  other  leading  Treasury  officers  doubted 
whether  the  organization  could  serve  any  large  purpose  in  the  post- 
war period  unless  it  could  draw  on  more  resources.  They  seem 
never  to  have  modified  this  view.  Reluctantly,  they  came  gradually 
to  acquiesce  in  the  argument  based  on  political  necessity  in  Wash- 
ington, but  it  went  against  the  economic  grain.  At  this  time  the 
British  hoped  for  an  organization  much  more  immediately  useful 
in  the  postwar  period  than  the  monetary  fund  ultimately  became. 

The  sponsors  of  the  monetary  plan  had  to  contend  with  domestic 
political  difficulties  in  London  as  well  as  in  Washington.  But  there 
was  a  sharp  contrast  between  the  kinds  of  obstacles  in  the  two 
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capitals.  London's  difficulties  were  to  some  extent  shared  by  the 
Allied  governments  in  exile.  Writing  to  the  State  Department  and 
Dr.  White  shortly  before  the  informal  discussions  which  took  place 
in  the  early  autumn  of  1943  I  called  attention  to  one  of  these  dif- 
ficulties as  follows : 

"On  certain  points  British  opinion  differs  considerably  from  many 
sections  of  American  opinion.  The  strong  opposition  in  Britain  to 
anything  that  smacks  of  laissez-faire  or  old-fashioned  orthodoxy 
has  been  reinforced  by  inter-war  economic  developments  to  create  a 
suspicion  of  the  gold  standard  and  of  unregulated  exchanges.  This 
is  readily  explicable  in  terms  of  Britain's  unfortunate  experiences 
after  1926,  and  its  quicker  recovery  after  1931  than  was  made  by  a 
number  of  other  leading  countries. 

"It  is  my  understanding  that  the  recent  movement  in  Washington 
in  favor  of  requiring  that  a  large  proportion  of  the  contributions  to 
the  international  fund  of  countries  possessing  substantial  amounts  of 
gold  should  be  made  in  gold,  arises  out  of  a  desire  to  reduce  the 
great  inequalities  between  the  reserve  positions  of  different  coun- 
tries. This  may  be  on  sound  lines  but  the  case  for  it  needs  to  be 
formulated  with  special  care  in  relation  to  opinion  outside  the  United 
States.  It  is  doubtful  whether  it  is  yet  appreciated  sufficiently  here. 
First,  there  is  some  fear  that  the  public  may  interpret  it  as  giving 
undue  prominence  to  gold.  Second,  it  may  tend  to  be  viewed  less 
favorably  in  smaller  countries  whose  gold  reserves,  though  sub- 
stantial in  proportion  to  their  reserve  needs,  are  small  in  an  absolute 
sense  and  in  relation  to  world  stocks  or  American  stocks.  Some  feel 
that  such  countries  might  hesitate  to  hand  over  a  large  proportion 
of  their  gold  at  the  outset  to  a  new  institution." 

A  section  of  British  public  opinion  misconceived  the  relation  of 
the  White  Plan  to  the  gold  standard  and  even  up  to  the  time  of 
ratification  of  the  Bretton  Woods  agreement  looked  with  fear  and 
suspicion  on  the  plans  for  an  international  monetary  fund.  Whitehall 
did  not  share  these  fears  and  wisely  strove  to  avoid  words  and 
phrases  that  might  intensify  them. 

Already  there  were  indications  of  hostility  in  some  Washington 
departments  to  the  "dollar  pool"  of  the  sterling  area2  and  even  to  the 
continuance  of  exchange  controls  for  more  than  a  brief  period  after 
the  war.  A  few  academic  economists  in  the  United  States  actually 

2  This  will  be  discussed  later. 
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held  that  the  United  Kingdom  should  abandon  exchange  controls 
at  the  end  of  the  war  and  rely  on  exchange  depreciation  to  adjust 
the  balance  of  payments !  In  the  following  passage  in  the  communica- 
tion just  referred  to  I  attempted  to  represent  the  position  as  it  ap- 
peared on  the  spot. 

"In  practice  it  may  not  be  easy  to  control  exchanges  and  regulate 
capital  movements  without  in  any  way  causing  hindrances  or  delays 
to  bona  fide  current  transactions  and  capital  movements  that  lead  to 
increased  total  productivity.  But  experience  not  only  with  the  British 
but  also  with  the  European  Allied  governments  in  London  leads  to 
the  conclusion  that  these  difficulties  will  have  to  be  faced  and  over- 
come and  it  will  not,  at  least  for  several  years  after  the  war,  be 
practicable  in  Britain  or  on  the  European  continent  to  retreat  into 
a  position  in  which  there  is  no  control  over  exchanges  except  that 
which  is  exercised  by  an  exchange  stabilization  or  'equalization' 
fund,  the  manipulation  of  money  rates  and  open  market  operations. " 

In  June  1943  informal  discussions  took  place  in  Washington  be- 
tween the  British  Treasury  and  Embassy  representatives  and  U.S. 
Treasury  officials.  They  were  designed  to  prepare  the  ground  for 
fuller  discussions  between  a  U.S.  and  U.K.  group  in  Washington 
later  in  the  summer.  The  sudden  death  in  London  of  Sir  Frederick 
Phillips,  the  able  British  Treasury  representative  who  had  taken  a 
prominent  part  in  these  talks,  set  back  British  preparations  for  a  time, 
but  the  conversations  began  in  September  and  made  great  progress. 
They  were  part  of  the  first  full-fledged  talks  provided  for  in  the  text 
of  Article  VII  of  the  Mutual  Aid  Agreement. 

Throughout  the  winter,  conversations  took  place  among  experts 
of  some  thirty  of  the  United  and  Associated  Nations  and  the  result 
was  embodied  in  a  "Joint  Statement  by  Experts  on  the  Establish- 
ment of  an  International  Monetary  Fund  of  the  United  and  As- 
sociated Nations."  This  document  was  published  in  the  capitals  of  the 
leading  Allies.  The  experts  had  worked  on  the  three  separate  plans 
of  the  U.K.,  U.S.  and  Canada.  The  new  draft  resembled  the  White 
Plan  in  many  respects.  The  capital  was  to  be  subscribed  and  this  time 
a  definite  amount  was  inserted,  equal  to  $8,000  million,  if  all  the 
United  and  Associated  nations  joined,  as  compared  with  the  earlier 
White  proposal  of  "at  least"  $5,000  million.  The  gold  subscription 
proposed  in  the  revised  White  Plan  of  July  1943  had  been  scaled 
down  sharply  in  response  to  the  wishes  of  Britain  and  a  number  of 


PROGRESS  IN  FINANCIAL  PLANNING  5$ 

smaller  countries.  A  different  schedule  of  borrowing  powers  had  been 
laid  down.  The  powers  of  member  countries  to  change  their  ex- 
change rates  were  increased:  changes  of  10  per  cent  might  be  made 
unilaterally  and  an  application  for  a  further  10  per  cent  was  to  be 
passed  on  by  the  Fund  within  two  days.  In  practice  a  member  coun- 
try could  thus  change  its  rates  by  20  per  cent  without  much  difficulty. 
Thus  British  insistence  on  greater  flexibility  of  exchange  rates  had 
been  met.  The  provision  for  rationing  of  scarce  currencies  was  main- 
tained, but  the  exclusive  jurisdiction  of  each  member  country  to 
apportion  the  limited  supplies  among  its  nationals  was  affirmed.  The 
proposal  to  establish  an  international  unit  of  currency  was  dropped. 

But  the  most  important  change,  as  it  seemed  to  me  at  the  time 
and  appears  even  more  strongly  in  retrospect,  was  to  be  found  in  the 
abandonment  of  the  provisions  in  all  versions  of  the  White  Plan  and 
in  the  Canadian  plan  to  deal  with  wartime-blocked  balances.  In  a 
new  section  headed  "Transitional  Arrangements"  it  was  stated  that 
".  .  .  the  Fund  is  not  intended  to  provide  facilities  for  relief  or  recon- 
struction or  to  deal  with  international  indebtedness  arising  out  of 
the  war "3 

Thus  disappeared  the  last  vestiges  of  the  bold  attempts  of  Keynes 
and  White  to  shape  the  international  monetary  body  into  an  effective 
instrument  for  dealing  with  short-run  as  well  as  long-run  questions 
and  in  particular  for  grappling  with  the  immediate  difficulties  of  the 
transition  period,  which  seemed  likely,  even  at  that  time,  to  transcend 
all  other  questions  in  importance  as  soon  as  the  war  ended.  A  lead- 
ing British  Treasury  official,  however,  had  informed  me  earlier  that 
he  hoped  for  a  "scaling  down"  of  the  war  debts  incurred  by  Britain 
in  helping  to  defend  Egypt,  India,  and  other  areas,  and  feared  that 
the  inclusion  of  the  clauses  in  the  White  Plan  or  the  Canadian  plan 
which  dealt  with  blocked  balances  would  encourage  Britain's  creditors 
to  hold  out  for  a  larger  measure  of  repayment,  in  the  belief  that  they 
could  get  it  from  the  Fund  if  they  could  not  get  it  from  Britain.  It 
was  difficult  to  determine  how  widely  this  view  was  held  in  White- 
hall. No  doubt  something  might  be  said  on  these  grounds  for  post- 
poning the  adoption  of  international  measures  for  dealing  with 
blocked  balances  until  preliminary  negotiations  for  the  reduction  of 

3  U.S.  Department  of  State,  International  Organization  and  Conference  Series: 
Pub.  3031.  Proceedings  and  Documents  of  the  United  Nations  Monetary  and  Finan- 
cial Conference,  Washington,  Government  Printing  Office,  1948,  p.  1635. 
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the  debts  had  taken  place.  But  there  was  a  serious  defect  in  such 
reasoning.  First,  there  was  no  assurance  that  the  creditors  would 
voluntarily  agree  to  a  substantial  reduction  of  the  debts  in  direct  ne- 
gotiation. Second,  the  opportunity  to  commit  the  member  countries 
of  the  Fund  to  a  plan  for  dealing  with  blocked  balances  would  be  lost 
if  it  were  not  taken  at  the  outset  and  incorporated  into  the  terms  of 
reference  of  the  organization.  The  categorical  statement  that  the 
Fund  was  not  intended  to  deal  with  war  debts  removed  all  hope  that 
the  clauses  dealing  with  blocked  balances  could  be  revived  at  a  more 
appropriate  time.  Third,  if  the  Fund  were  not  to  be  used  to  deal  with 
war  debts,  what  prospect  was  there  that  any  other  international 
body  would  be  found  more  appropriate  for  the  purpose?  If  this 
function  were  not  to  be  given  to  any  international  organization  it 
would  have  to  be  left  to  ad  hoc  action  in  which  the  debtor  would  be 
at  a  grave  disadvantage. 

In  those  days  the  plans  for  an  international  monetary  fund  to 
deal  with  balance-of -payments  difficulties  overshadowed  those  for  an 
international  organization  to  lend  capital  for  reconstruction  and  de- 
velopment. The  experts  of  the  thirty  countries  who  issued  the  "Joint 
Statement"  in  April  1944  confined  themselves  to  the  former.  There 
were  some  wider  informal  exchanges  of  views  between  London  and 
Washington.  Dr.  White  and  his  colleagues  particularly  wished  to 
obtain  British  views  on  the  terms  of  reference  of  the  proposed  inter- 
national bank :  they  pointed  to  the  long  experience  of  London  in  lend- 
ing abroad.  Some  memoranda  were  exchanged  in  1943,  and  in 
November  the  U.S.  Treasury  published  a  draft  scheme  for  the  first 
time.  In  many  points  it  resembled  the  proposals  in  the  original  unpub- 
lished White  Plan.  But  the  emphasis  had  shifted.  There  was  no 
longer  any  suggestion  that  the  resources  of  the  bank  might  be  used 
to  finance  relief  shipments,  or  postwar  reconstruction  loans  at  "nomi- 
nal" rates  of  interest.  "Development"  now  took  an  equal  place  with 
"reconstruction"  in  the  objectives  of  the  proposed  organization.  In 
short,  when  this  and  the  earlier  plan  prepared  in  1942  are  compared 
a  trend  may  be  detected  away  from  immediate  short-run  postwar 
functions  toward  greater  concentration  on  long-run  functions  to  be 
discharged  after  the  postwar  transition  had  ended.  This  trend  re- 
sembled but  did  not  go  so  far  as  the  trend  running  through  the  suc- 
cessive versions  of  the  plans  for  the  international  monetary  fund  or 
union.  Short-term  functions  were  not  eliminated  from  the  Bank  as 
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they  had  been  from  the  Fund.  But  they  were  losing  ground  and  were 
not  destined  to  regain  it. 

Whitehall,  under  the  influence  of  Mr.  Keynes  and  his  Treasury 
colleagues  and  of  Nigel  Ronald  of  the  Foreign  Office,  and  Wash- 
ington, under  the  influence  of  Dr.  Harry  White  and  Mr.  Morgenthau, 
pressed  steadily  on  with  preparations  for  setting  up  the  Fund  and 
the  Bank.  As  we  shall  see  in  another  chapter,  progress  on  other 
Article  VII  matters  was  held  up  in  1944  by  internal  controversies 
in  Westminster.  But  this  did  not  affect  the  monetary  and  invest- 
ment plans,  and  the  final  conference  to  clinch  them  was  held  at  Bret- 
ton  Woods  in  the  middle  of  1944.  Shortly  before  that  conference 
a  meeting  of  experts  was  held  in  Atlantic  City.  Hence  the  Bretton 
Woods  agreement  was  the  culmination  of  much  labor,  discussion, 
argument  and  compromise.  If  all  other  general  conferences  on  post- 
war matters  had  been  preceded  by  preparations  as  thorough  as  those 
which  preceded  the  Bretton  Woods  conference,  much  international 
friction  would  have  been  avoided. 

Nevertheless,  it  was  a  strenuous  conference  at  Bretton  Woods  and 
the  delegates  were  on  the  verge  of  exhaustion  at  the  close.  Many 
alternative  drafts  of  the  Articles  of  Agreement  of  the  Fund  were 
debated,  and  much  work  remained  to  be  done  on  the  Bank.  Since  the 
documents  on  the  conference  have  been  published  it  is  not  necessary 
here  to  summarize  the  discussions,4  and  attention  will  be  directed 
mainly  to  those  points  which  are  most  relevant  to  the  main  thesis  of 
the  present  study. 

The  earlier  inclusion  in  all  versions  of  the  White  Plan  of  proposals 
for  dealing  with  war  debts,  and  its  later  abandonment  in  the  "Joint 
Statement"  of  the  experts,  had  been  noticed  by  countries  not  repre- 
sented in  preceding  discussions.  A  new  clause  was  proposed  which 
would  have  included  among  the  purposes  of  the  Fund  "the  multi- 
lateral settlement  of  foreign  credit  balances  accumulated  during  the 
war."5  An  alternative  draft  proposed  that  the  Fund  should  "promote 
and  facilitate  settlement  of  abnormal  indebtedness  arising  out  of 
war."6  These  drafts  were  offered  by  Egypt  and  India,  the  two  largest 
wartime  sterling  creditors  of  the  United  Kingdom.  They  were  pushed 
vigorously  for  a  time  but  spokesmen  for  other  countries  argued 
that  it  would  be  difficult  and  dangerous  to  place  on  the  Fund  the 

*  See  preceding  footnote.  5  Proceedings  and  Documents,  op.cit.,  122. 

eibid.,  123. 
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responsibility  for  arranging  the  settlement  of  such  large  indebted- 
ness. The  sponsors  of  the  proposals  persisted  in  their  efforts  and 
endeavored  to  meet  objections  by  a  new  draft,  offered  by  India,  as 
follows:  "To  facilitate  the  multilateral  settlement  of  a  reasonable 
portion  of  the  foreign  credit  balances  accumulated  among  the  mem- 
ber countries  during  the  war  so  as  to  promote  the  purposes  referred 
to  .  .  .  without  placing  undue  strain  on  the  resources  of  the  Fund."7 

But  the  U.S.,  U.K.,  and  France  firmly  opposed  the  inclusion  of 
any  of  these  statements.  The  U.S.  spokesman  expressed  confidence 
that  "the  problem  can  best  be  settled  directly  by  the  countries  con- 
cerned,"8 and  argued  that,  "The  Fund  can  contribute  most  effectively 
to  the  solution  of  international  monetary  problems  if  it  confines  its 
work  to  the  specialized  tasks  for  which  it  is  designed."9  He  added 
the  vague  and  unjustifiably  optimistic  forecast  that,  "While  the  In- 
ternational Monetary  Fund  cannot  deal  directly  with  indebtedness 
arising  out  of  the  war  ...  its  operations  will  facilitate  the  develop- 
ment of  an  environment  of  orderly  and  stable  exchanges  free  from 
restrictions  that  hamper  world  trade — an  environment  in  which  the 
problem  of  wartime  indebtedness  can  be  amicably  settled  by  the 
countries  directly  concerned."10 

The  British  view  was  stated  by  Lord  Keynes,  who  argued  that 
the  Fund  was  not  intended  to  deal  with  war  debts,  and  stated  as 
the  "clear  and  settled  judgment"  of  the  United  Kingdom  that  "the 
settlement  of  these  debts  must  be  ...  a  matter  between  those  directly 
concerned."11  In  the  eloquent  language  with  which  he  so  often 
adorned  what  would  otherwise  have  been  purely  formal  statements  he 
lifted  the  subject  to  a  higher  plane :  "The  various  members  of  this 
alliance  have  suffered  in  mind,  body  and  estate  from  the  effort  and  ex- 
haustion of  war  in  ways  differing  in  kind  and  in  degree.  These  sacri- 
fices cannot  be  weighed  one  against  the  other.  Those  of  us  who  were 
most  directly  threatened  and  were  nevertheless  able  to  remain  in  the 
fight,  such  as  the  U.S.S.R.  and  the  United  Kingdom,  have  fought  this 
war  on  the  principle  of  unlimited  liability  and  with  a  more  reckless  dis- 
regard of  economic  consequences  than  others  who  were  more  for- 
tunately placed.  We  do  not  plead  guilty  of  imprudence;  for  in  the 

7  ibid.,  278.  For  the  able  and  moderate  arguments  of  the  Indian  delegate  for  this 
clause  see  ibid.,  1 171-73. 

8  ibid.,  1 168.  9ibid.,  1169. 
10  ibid.  1X  ibid.,  1170. 
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larger  field  of  human  affairs  nothing  could  have  been  less  prudent 
than  hesitation  or  a  careful  counting  of  the  cost."12 

Thus  passed  without  result  the  only  organized  effort  made  during 
the  war  to  deal  with  the  war  debts  by  international  action.  Not  only 
was  the  new  international  monetary  organization  to  stand  aside  when 
questions  of  war  debts  arose  but  no  prospect  was  held  out  that  any 
other  international  body  would  step  in  to  fill  the  gap.  The  question 
was  to  be  left  to  bilateral  negotiations.  It  may,  and  to  me  it  still 
does,  appear  strange  that  a  debtor  country  should  have  come  out  for 
a  procedure  which  placed  it  at  a  disadvantage  in  bargaining.  Ap- 
parently the  government  of  the  United  Kingdom  believed  that  its 
creditors  would  accept  the  overwhelming  moral  case  for  writing  off 
a  large  part  of  the  debts.  This  is  a  tribute  to  the  integrity  of  British 
officials  but  not  to  their  insight  into  political  conditions  in  the  creditor 
countries. 

The  clause  which  stated  that  the  Fund  was  "not  intended  to  pro- 
vide facilities  for  relief  or  reconstruction  ..."  was  accepted  with  little 
controversy.  UNRRA  had  been  established  about  six  months  earlier 
but  its  funds  were  not  to  be  used  to  pay  for  relief  imports  into  West- 
ern Europe.  No  financial  provision  had  been  made  to  finance  re- 
construction in  any  country,  but  the  Bank  and  not  the  Fund  was 
considered  to  be  the  appropriate  body  for  that  purpose.  The  Nether- 
lands delegation  interpreted  the  relevant  clause  in  the  articles  of 
agreement  as  permitting  "the  use  of  the  resources  of  the  Fund  for 
the  financing  of  the  imported  commodities  which  might  be  considered 
as  relief  goods,"  but  excluding  "the  use  of  the  resources  of  the  Fund 
in  a  quasi-permanent  way  for  the  financing  of  relief  or  any  other 
imports."13  This  interpretation  should  be  read  in  the  light  of  the 
conditions  of  the  time.  "Relief"  goods  were  widely  understood  to 
consist  largely  of  food  and  other  goods  for  final  consumption,  while 
most  producer  goods  were  to  be  supplied  as  a  part  of  reconstruction 
and  "development."  This  was  not  a  rigid  line  and  there  was  a  danger 
of  confusion.  The  Western  European  countries  were  to  pay  for  their 
imports  of  consumer  as  well  as  producer  goods  and  therefore  did 
not  wish  the  former  to  be  classified  as  "relief."  Actually,  distinctions 
among  relief,  rehabilitation,  and  reconstruction  do  not  correspond 
precisely  to  distinctions  between  different  types  of  goods. 

Some  of  the  critics  of  the  proposed  articles  of  agreement  of  the 
12  ibid.  lsibid.,  607. 
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Fund  had  argued  earlier  that  the  needs  of  countries  in  the  immediate 
postwar  period  might  cause  a  dangerous  drain  on  the  Fund  unless 
safeguards  were  devised.  However,  once  the  principle  of  subscribed 
capital  had  been  adopted  it  was  difficult  to  prohibit  access  to  the 
Fund  by  countries  which  kept  within  the  limits  of  their  drawing 
rights.  In  practice  these  limits  were  themselves  a  sharp  check  on  the 
use  of  the  funds  for  financing  relief  or  reconstruction.  In  addition 
a  new  clause  was  introduced  at  Bretton  Woods  (Article  5,  section 
5  )  giving  the  Fund  power  to  limit  or  cut  off  access  to  it  by  a  mem- 
ber country  which  has  used  "the  resources  of  the  Fund  in  a  manner 
contrary  to  the  purposes  of  the  Fund.  .  .  ." 

Thus  it  remains  substantially  accurate  to  say  that  the  International 
Monetary  Fund  was  suited  to  deal  with  short-period  fluctuations 
affecting  international  balances  of  payments,  but  not  with  long-con- 
tinued and  deep-seated  economic  maladjustments  resulting  from 
drastic  wartime  changes  in  the  economic  positions  of  countries,  nor 
with  the  disruption  of  the  network  of  multilateral  world  trade.  The 
Fund  was  adapted  to  help  a  country  to  tide  over  a  temporary  shortage 
of  foreign  exchange  without  disrupting  its  own  monetary  system 
and  perhaps  injuring  those  of  other  countries.  But  the  shortage  had 
to  be  temporary  and  the  advances  repayable  within  a  few  years.  These 
conditions  existed  in  Britain  in  1931,  but  already  in  1944  it  was 
clear  to  a  few,  and  ought  to  have  been  clear  to  the  many,  that  they 
did  not  exist  then  and  would  not  exist  for  some  years  after  the  war. 
Circumscribed  by  the  perverse  politics  of  Washington,  the  repre- 
sentatives at  Bretton  Woods,  like  the  experts  who  laid  the  ground 
for  them,  in  adopting  the  Articles  of  Agreement  for  the  Fund,  pre- 
pared to  deal  with  a  recurrence  of  the  last  great  depression.  Their 
work  might  bear  fruit  in  a  more  distant  future;  for  the  early  post- 
war period  it  was  of  little  value.  Starting  on  ambitious  lines  con- 
ceived by  men  of  insight  and  imagination,  it  was  whittled  down  in 
successive  stages  to  pass  the  scrutiny  of  little  men  of  conventional 
views  and  partisan  political  motives. 

Before  the  meeting  at  Bretton  Woods  much  less  attention  had  been 
given  to  the  plans  for  the  International  Bank  for  Reconstruction  and 
Development  than  to  those  for  the  Monetary  Fund.  Yet  within  the 
limits  imposed  by  political  obstacles  the  Bretton  Woods  plan  for  the 
structure  and  functions  of  the  Bank  was  more  clear  cut  and  held  out 
more  promise  for  the  early  postwar  period  than  its  plan  for  the 
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Fund.  In  the  public  discussion  that  followed  the  conference  the  plans 
for  the  Bank  drew  more  widespread  support  than  those  for  the  Fund. 

The  White  Plan  for  the  Bank  had  given  more  prominence  to  re- 
construction than  to  development,  but  the  presence  of  representatives 
from  the  underdeveloped  countries  led  to  increased  emphasis  on  de- 
velopment in  the  Articles  of  Agreement  accepted  at  Bretton  Woods. 
The  articles  gave  roughly  equal  prominence  to  both  functions.  Some 
of  the  underdeveloped  countries  proposed  a  rule  that  reconstruction 
and  development  loans  should  be  made  in  equal  amounts.  Fortunately, 
this  proposal  was  rejected;  its  acceptance  would  have  either  restricted 
reconstruction  loans  unduly  or  extended  development  loans  beyond 
the  scope  of  well-conceived  plans  for  using  them. 

The  conditions  under  which  the  International  Bank  was  to  lend 
were  discussed  at  length  during  the  conference.  Lord  Keynes,  in 
my  talks  with  him  in  London,  had  frequently  spoken  of  the  danger 
that  if  governments  or  an  intergovernmental  organization  were  to 
conduct  or  guide  international  lending  the  flow  of  capital  for  risky 
ventures  would  be  reduced.  It  was  his  opinion  that  one  of  the  most 
important  factors  in  world  development  had  been  the  willingness  of  in- 
vestors abroad  to  run  risks  and  embark  on  what  by  conventional 
standards  would  be  considered  unsound  enterprises.  He  sometimes 
spoke  scornfully  of  "sound"  and  '  'prudent"  lending,  and  on  some 
days  when  I  met  him  he  seemed  pessimistic  about  the  possibilities 
of  establishing  a  vigorous  and  enterprising  international  organization 
to  lend  for  purposes  of  development.  A  trace  of  Keynes's  viewpoint 
seems  to  have  crept  into  one  of  the  draft  clauses  put  forward  at  Bret- 
ton  Woods  as  follows : 

"In  making  or  guaranteeing  a  loan  the  Bank  shall  pay  due  regard 
to  the  prospects  of  the  borrowing  country  being  in  a  position  to 
service  the  loan;  and  in  determining  the  destination,  the  character 
and  the  volume  of  its  loans  it  shall  act  prudently  in  the  interests 
both  of  the  borrowing  member  country  and  also  of  the  guaranteeing 
members.  At  the  same  time  it  shall  not  seek  to  avoid  the  incurring 
of  some  measure  of  reasonable  risk  (taking  account  of  the  com- 
mission chargeable — see  below)  where  the  loan  is  in  the  general 
interests  of  reconstructing  or  developing  the  world's  resources  or  ex- 
panding international  trade  along  mutually  advantageous  lines;  and 
shall  seek  to  conduct  its  operations  taken  as  a  whole  in  such  manner 
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as  to  avoid,  so  far  as  possible,  the  calling  up  of  the  capital  reserved 
for  guarantees,  rather  than  seek  full  security  from  risk  in  each  trans- 
action taken  separately.  These  considerations  shall  govern  the  lend- 
ing policy  of  the  Bank  especially  in  approving  reconstruction  loans 
to  countries  which  have  suffered  from  the  war." 


CHAPTER   IV 

International  Control 
of  Raw  Materials 
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efore  the  war  a  series  of  measures  variously  de- 
scribed as  "raw  material  controls/'  "commodity 
agreements,"  "commodity  arrangements"  were  applied  to  a  number 
of  agricultural  and  mineral  raw  materials  that  entered  widely  into 
international  trade.  The  controls,  agreements,  and  arrangements  dif- 
fered widely  in  scope.  Some  were  wholly  governmental,  some  were 
partly  governmental,  and  some  were  made  between  groups  of  pro- 
ducers in  different  countries.  The  form  and  scope  of  representation 
on  the  control  bodies  differed  widely  from  one  to  another;  con- 
sumers of  most  of  the  products  had  little  voice  in  the  agreements 
that  were  reached.  The  control  bodies  acted  independently  of  one 
another  and  the  principles  followed  were  widely  divergent.  Rarely 
could  any  of  them  be  reconciled  with  the  principle  of  equal  access 
to  markets  and  raw  materials.  There  was  no  supervisory  body  and  no 
court  of  appeal.  In  these  circumstances  it  was  not  surprising  that 
international  commodity  controls  were  frequently  a  source  of  inter- 
national friction  and  that  sharp  diplomatic  exchanges  took  place  be- 
tween a  number  of  the  countries  which  later  became  allies  in  a  com- 
mon cause  during  the  war. 

Prewar  commodity  agreements  ceased  to  be  of  immediate  practical 
importance  under  wartime  conditions,  when  the  idea  of  "surplus" 
had  given  way  to  the  reality  of  scarcity.  But  many  of  them  were 
merely  held  in  abeyance  and  in  the  absence  of  a  new  approach  would 
come  into  force  again  at  the  end  of  the  war.  The  renewal  of  some  of 
them  after  the  war  was  already  being  considered  in  1943. 

A  choice  had  therefore  to  be  made  among  (a)  forming  no  policy 
and  taking  no  action  at  all;  (b)  adopting  a  negative  policy  aimed  at 
suppressing  all  raw  material  agreements;  or  (c)  planning  interna- 
tional measures  to  avoid  excessive  fluctuations  in  raw  material  prices, 
to  provide  a  way  out  of  serious  maladjustments  in  the  conditions 
of  supply  of  some  important  raw  materials,  and  to  ensure  that  such 
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agreements  as  might  be  made  were  consistent  with  the  other  postwar 
economic  aims  of  the  Allies. 

A  refusal  to  make  plans  for  concerted  international  action  on  raw 
material  questions  would  have  left  the  way  open  for  the  restoration 
of  the  prewar  hodge-podge  of  uncoordinated  raw  material  controls, 
most  of  which  were  inconsistent  with  the  principles  accepted  in  Article 
VII  of  the  Lend  Lease  Agreement.  The  expansion  of  high-cost 
production  during  the  war  would  leave  many  raw  material  producers 
in  a  difficult  position  when  wartime  demand  declined,  and  it  seemed 
likely  that  if  the  international  organizations  to  be  set  up  in  the  post- 
war period  took  no  action  on  commodity  agreements  the  chief  pro- 
ducing interests  would  seek  to  maintain  unduly  high  prices  by  re- 
strictive agreements  sheltering  high-cost  production.  This  would 
place  a  severe  burden  on  consuming  countries  not  fortunate  enough 
to  possess  domestic  sources  of  supply.  Hence  an  attitude  of  laissez- 
faire  and  a  hands-off  policy  not  only  would  fail  to  solve  old  diffi- 
culties but  might  create  new  difficulties,  especially  in  the  later  part 
of  the  transition  from  wartime  to  peacetime  conditions  of  supply  and 
demand. 

An  attempt  at  organized  suppression  of  all  controls  gave  no  better 
prospect  of  a  satisfactory  solution.  There  were  indeed  extreme  sup- 
porters of  anti-monopoly  measures  who,  besides  striking  at  private 
international  monopolies,  would  have  dissolved  all  raw  material  con- 
trols and  agreements — whether  wholly  governmental,  partly  govern- 
mental, or  between  private  producers — and  would  have  prohibited 
the  formation  of  new  ones.  But  to  attempt  to  solve  raw  material 
problems  simply  by  police  measures  would  be  to  assume  that  apart 
from  monopolistic  practices  there  would  be  no  raw  material  prob- 
lems, and  the  supply  of  and  demand  for  all  raw  materials  would  be 
adjusted  "automatically"  at  satisfactory  levels.  It  may  indeed  be 
readily  agreed  that  some  of  the  prewar  raw  material  controls  at  times 
aggravated  instead  of  relieving  maladjustments.  But  it  does  not  fol- 
low that  when  maladjustments  exist — even  if  they  came  into  exist- 
ence solely  through  unsound  measures  of  control — they  are  best  cor- 
rected by  a  policy  of  non-interference.  Nor  can  it  be  safely  assumed 
that,  when  no  appreciable  maladjustments  exist,  none  will  be  likely 
to  arise  so  long  as  there  is  no  organized  interference  with  "the  free 
play  of  supply  and  demand."  The  textbooks  of  academic  economics, 
notwithstanding  a  superficial  appearance  of  sublety,  give  an  extra- 
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ordinarily  oversimplified  impression  of  the  complex  conditions  of 
supply  and  demand  in  the  real  world.  If  adjustments  of  supply  are 
more  difficult  in  agriculture  generally  than  in  industry  they  are  even 
more  strikingly  difficult  in  tree-crop  agriculture  which  now  supplies 
both  food  and  industrial  raw  materials.  And  although  output  may 
sometimes  be  changed  more  easily  in  mining  than  in  agriculture  the 
fluctuations  in  the  conditions  of  supply  go  far  beyond  those  in  manu- 
facturing industry. 

Finally,  the  violent  fluctuations  in  raw  material  prices,  short- 
period  as  well  as  long-period,  seasonal  as  well  as  "cyclical"  or  "secu- 
lar," are  often  disproportionate  to  the  changes  in  the  conditions  of 
supply  and  demand  which  touch  them  off,  and  instead  of  serving  as 
a  corrective  or  making  for  readjustment,  in  themselves  create  new 
dislocations. 

Such,  in  brief  outline,  was  the  case  which,  early  in  the  war, 
presented  itself  to  the  postwar  planners — the  case  for  seeking  inter- 
national cooperation  in  the  preparation  of  measures  for  dealing  with 
postwar  raw  material  problems.1 

Although  the  subject  arose  during  unofficial  discussions  in  the 
quiescent  opening  months  of  the  war,  it  entered  prominently  into 
government  negotiations  only  when,  in  the  summer  of  1941,  discus- 
sions commenced  between  the  United  Kingdom  and  the  four  lead- 
ing wheat-exporting  countries  (the  United  States,  Canada,  Australia 
and  Argentina)  on  a  postwar  international  wheat  agreement.  A  small 
committee  drafted  a  "Provisional  Wheat  Agreement"  providing 
for  export  quotas,  enforced  by  the  importing  countries,  and  for  the 
regulation  of  wheat  prices  in  accordance  with  an  average  of  the 
wholesale  price  indexes  in  the  four  exporting  countries. 

For  a  time  the  work  of  the  committee,  which  sat  in  Washington, 
attracted  little  attention:  Whitehall  was  occupied  with  urgent  war 
matters.  The  British  member  of  the  drafting  committee,  who  had 
assented  to  the  proposed  plan,  had  not  been  as  closely  in  touch  with 
opinion  in  the  United  Kingdom  as  British  representatives  usually 
are.  When  Whitehall  awakened  to  the  significance  of  the  proposals 
the  British  delegation  that  went  to  Washington  to  take  up  negotia- 
tions in  full  conference  was  instructed  to  oppose  them.  The  United 
States  delegation,  however,  was  dominated  by  the  Department  of 

1  The  preceding  statement  follows  the  lines  of  a  memorandum  which  I  sub- 
mitted in  Washington  during  my  visit  in  the  spring  of  1943. 
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Agriculture,  which  strongly  supported  the  draft  proposals.  The  ne- 
gotiations soon  reached  a  deadlock,  and  in  the  embassy  in  London 
we  were  drawn  into  the  controversy  in  the  autumn  of  1941  just  at 
the  time  when  we  were  endeavoring  to  obtain  British  agreement  to 
the  principle  of  freer,  nondiscriminating  trade  in  the  postwar  period. 

It  was  not  long  before  I  found,  and  reported  to  Ambassador 
Winant,  that  the  proposed  wheat  agreement  was  prejudicing  the 
chances  of  agreement  on  the  text  of  the  postwar  clause  in  the  draft 
Lend-Lease  Agreement.  Whitehall  doubted  the  sincerity  of  our  ad- 
vocacy of  freer,  nondiscriminating  postwar  trade  when  we  were  at 
the  same  time  demanding  that  the  British,  instead  of  buying  in  the 
cheapest  market,  should  buy  in  fixed  proportions  from  four  markets 
and  should  be  responsible  for  preventing  any  attempts  by  merchants 
to  exceed  the  quota  from  any  of  the  markets.  This  would  have  raised 
the  average  price  of  the  most  important  and  irreplaceable  item  in 
British  imports.  Since  the  principal  question  that  worried  officials 
in  Whitehall  at  the  time  was  how  to  pay  for  future  imports  after 
the  loss  of  external  assets,  they  were  dismayed  by  a  proposal  to  make 
their  chief  import  dearer  and  to  deprive  them  of  the  right  of  buyer's 
choice  between  markets  with  divergent  costs. 

The  all  too  frequent  inconsistencies  in  the  United  States  position, 
which  were  hardly  noticed  in  the  highly  specialized  departments  and 
divisions  in  Washington,  placed  Ambassador  Winant  in  a  difficult 
position.  Information  and  instructions  converged  on  our  embassy 
from  different  parts  of  Washington,  and  the  inconsistencies  and  in- 
compatibilities of  piecemeal  policies  were  thrown  into  clear  light. 
During  the  war  Washington  sometimes  appeared  at  a  distance  to 
contain  not  one  government  but  three  or  four  governments  engaged 
in  a  competitive  struggle  in  which  one  dominated  on  one  issue  and 
another  on  another  issue.  Since  the  principles  underlying  the  issues 
often  overlapped,  it  was  not  surprising  that  when  external  affairs 
were  handled  in  that  way  confusion  arose  at  home  and  bewilderment 
abroad. 

When  I  reported  my  conversations  in  Whitehall  to  Ambassador 
Winant  he  quickly  appreciated  the  danger  to  the  Article  VII  ne- 
gotiations and,  though  occupied  with  urgent  war  problems,  turned 
his  attention  to  the  wheat  question  for  some  hours,  inquired  into 
every  aspect  of  the  economic  issues  involved,  scrutinized  a  critical 
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draft  message  which  I  had  prepared  for  Washington,  and  added  some 
sharp  sentences  to  it. 

The  Wheat  Conference  ended  in  agreement  on  a  very  different 
draft  from  that  with  which  it  started.  A  draft  convention  was  drawn 
up  for  submission  to  an  international  wheat  conference  to  be  held 
"at  a  propitious  time."  In  the  intervening  period,  however,  a  pro- 
vision to  set  up  a  relief  pool  of  wheat  for  future  use  in  liberated  areas 
was  to  take  effect  if  conditions  permitted.  The  price  provisions  in  the 
original  draft  were  replaced  by  a  sensible  provision  for  an  annual 
agreement  on  maximum  and  minimum  prices  for  the  year.  Con- 
sumer countries  were  to  be  fully  represented.  Quotas  for  the  ex- 
porting countries  were  to  be  expressed  as  percentages  of  the  total 
volume  of  international  trade  in  wheat,  and  stocks  in  the  exporting 
countries  were  to  be  held  within  agreed  upper  and  lower  limits. 
The  draft  convention  was  to  remain  a  draft  until  a  truly  international 
conference  could  be  called ;  thus  were  removed  the  fears  of  countries 
not  represented  at  the  Washington  meeting  that  agreements  affecting 
them  would  be  made  without  consulting  them.  In  short,  the  draft 
convention,  though  open  to  criticism  on  some  points,  was  a  marked 
advance  on  earlier  schemes.  Whitehall,  like  Washington,  had  its 
internal  differences  on  raw  material  agreements,  and  some  officials 
disapproved  of  certain  provisions,  particularly  those  providing  for 
export  quotas.  But  there  would  be  an  opportunity  to  reconsider  such 
provisions  at  a  full  international  conference  in  the  future. 

Following  this  controversy,  though  not  necessarily  because  of  it, 
Whitehall  studied  postwar  raw  material  questions,  and  during  1942 
and  the  first  half  of  1943  the  attention  given  to  the  subject  in  postwar 
planning  was  perhaps  second  only  to  that  given  to  international 
monetary  questions.  However,  the  approach  to  it  was  not  the  same 
in  all  parts  of  Whitehall  and  there  was  much  debate  over  the  recom- 
mendations to  be  made.  Keynes  took  the  initiative  vigorously  on  a 
plan  for  "buffer  stocks"  to  reduce  industrial  fluctuations,  while  a 
group  of  Board  of  Trade  officials  under  Sir  Frederick  Leith  Ross 
were  concerned  chiefly  with  plans  for  improving  the  position  of  raw 
material  producers.  Thus  the  point  of  view  of  Keynes  differed  from 
that  of  the  Board  of  Trade  raw  material  specialists  both  on  the 
purpose  and  on  the  means  of  international  commodity  control.  Keynes 
was  not  experimenting  with  a  subject  new  to  him ;  he  was  following 
up  and  trying  to  apply  in  practice  ideas  which  he  had  formed  in  more 
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than  a  decade.  These  ideas  were  a  side  product  of  his  concern  with 
trade  cycles.  As  far  back  as  the  1920's  he  initiated  with  J.  W.  F. 
Rowe  some  studies  in  commodity  stocks  and  their  relations  to  eco- 
nomic fluctuations,  which  were  published  in  the  bulletins  of  the 
London  and  Cambridge  Economic  Service.  In  the  later  logo's,  when 
war  was  near,  he  turned  his  attention  to  commodity  stockpiling  for 
national  defense.  In  August  1938,  he  stated  his  views  in  a  brilliantly 
written  paper  at  the  annual  British  Association  meeting.2 

In  characteristic  manner,  Keynes  looked  beyond  the  immediate 
difficulties  of  producers  and  consumers  of  particular  raw  materials 
to  the  origin  of  those  difficulties  in  a  fundamental  weakness  of  the 
competitive  system  of  individual  enterprise.  "The  competitive  sys- 
tem," he  said,  "abhors  the  existence  of  stocks,  with  as  strong  a  reflex 
as  nature  abhors  a  vacuum,  because  stocks  yield  a  negative  return 
in  terms  of  themselves.  It  is  ready  without  remorse  to  tear  the 
structure  of  output  to  pieces  rather  than  admit  them,  and  in  the 
effort  to  rid  itself  of  them.  ...  If  demand  fluctuates,  a  divergence 
immediately  ensues  between  the  general  interest  and  the  course  of 
action  in  respect  of  stocks  which  is  most  advantageous  for  each 
competitive  enterprise  acting  independently."3 

This  disharmony  arose,  in  Keynes's  view,  from  the  cost  of  storage, 
from  the  tendency  of  speculative  buyers  on  a  declining  market  to 
await  further  decline  before  buying,  from  the  disinclination  of  the 
trader  and  manufacturer  to  run  speculative  risks  by  buying  materials 
well  in  advance  of  the  need  to  use  them,  and  from  the  limited  ability 
of  the  outside  speculator  to  maintain  stocks  without  rapid  turn- 
over. The  result  was  that  on  the  one  hand  the  prices  of  raw  materials 
subject  to  unrestricted  competition  fluctuated  widely,  and  on  the 
other  the  prices  of  raw  materials  brought  under  private  control  were 
much  more  stable,  but  this  stability  had  been  achieved  by  private 
monopoly. 

Keynes  then  discussed  the  powers  given  to  the  government  by  the 
Essential  Commodities  Reserve  Act  which  Parliament  had  just 
passed  into  law.  The  immediate  object  of  the  act  was  to  assist  in 
building  stocks  for  war  needs.  Keynes  agreed  that  this  should  remain 
the  dominant  object  until  "the  arrival  of  happier  days."   But  he 

2  J.  M.  Keynes,  "The  Policy  of  Government  Storage  of  Foodstuffs  and  Raw 
Materials,"    The  Economic  Journal,    September,    1938,   pp.   449-60. 

3  ibid.,  p.  449. 
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argued  that  in  peacetime  the  powers  of  the  act  should  be  used  to  carry 
a  fluctuating  volume  of  raw  material  stocks  "so  as  to  damp  down  the 
trade  cycle."  He  proposed  "that  the  Government  should  offer  storage 
to  all  Empire  producers  of  specified  raw  materials,  either  free  of 
warehouse  charges  and  interest  or  for  a  nominal  charge,  provided 
they  ship  their  surplus  produce  to  approved  warehouses  in  this  coun- 
try."4 The  stocks  "would  remain  in  the  ownership  of  the  depositors." 
Their  presence  in  the  U.K.  would  be  invaluable  if  war  broke  out, 
but  in  addition  the  procedure  could  be  financed  in  such  a  way  as  to 
diminish  price  fluctuations  in  peacetime.  Even  the  Exchange  Stabi- 
lization Fund  might  hold  liquid  stocks  of  raw  materials  as  well  as 
stocks  of  gold  and  devisen. 

In  the  postwar  planning  in  Whitehall  in  1942,  Keynes  returned 
to  this  subject.  This  time  he  was  faced  with  a  somewhat  different 
problem.  In  1938,  partly  for  war  purposes  and  partly  for  stabiliza- 
tion purposes,  he  had  urged  the  government  to  store  in  the  U.K.  large 
stocks  of  raw  materials  produced  in  the  British  Empire.  In  1942, 
he  urged  that  the  Allied  governments  should  take  international 
measures  to  store  raw  materials  in  suitable  places  for  stabilization 
purposes.  He  expressed  himself  with  as  much  brilliance  and  feeling 
as  he  had  shown  four  years  earlier.  His  object  was  a  plan  for  primary 
products  which  the  U.K.  and  the  U.S.A.  could  both  accept  and 
jointly  sponsor,  and  which  would  not  be  open  to  the  charge  that  it 
was  designed  to  serve  restrictive  and  selfish  ends.  In  conversations 
which  I  had  with  him  at  the  time,  Keynes  deprecated  schemes  that 
would  tend  to  keep  raw  materials  trade  in  fixed  channels.  There 
must,  he  said,  be  provision  for  peaceful  evolutionary  change  to  meet 
technical  advances,  improvements  in  transport  between  particular 
areas,  changes  in  taste,  and  the  introduction  of  substitutes.  Over  a 
long  period  there  must  be  room  for  gradual  changes  in  prices  in 
harmony  with  changes  in  the  fundamental  conditions  under  which 
raw  materials  are  produced  and  consumed. 

But  the  violent  short-term  price  fluctuation  in  the  prewar  period 
was  one  of  the  greatest  evils  in  international  trade,  and  its  reduction 
was  Keynes's  chief  aim.  Keynes  distinguished  between  "true  de- 

4  P.  455.  The  reason  for  specifying  Empire  countries  was  economic,  not 
political.  Keynes  feared  a  strain  on  the  exchanges  and  pointed  out  that  in  the 
case  of  Empire  products  "the  proceeds  of  additional  financing  are  more  likely 
to  remain  here  as  an  accretion  to  the  banking  reserves  of  the  sterling  area." 
(p.   457) 
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mand"  and  ''apparent  demand."  The  first  was  demand  for  current 
use  together  with  "normal"  and  necessary  stocks.  The  second  was 
actual  demand,  which  fluctuated  much  more  widely  than  true  demand 
because  it  was  influenced  by  the  operations  of  merchants  dealing 
in  stocks  and  speculators  entering  the  market  when  prospects  for 
speculative  profits  were  favorable  and  leaving  it  when  they  were 
unfavorable. 

The  central  point  in  Keynes's  plan  was  the  establishment  of  buffer 
stocks  for  important  raw  materials  entering  into  international  trade. 
These  were  to  be  regulated  and  administered  by  an  international 
body,  composed  of  a  General  Council  for  Commodity  Controls  and 
a  group  of  individual  Commodity  Controls  each  dealing  with  a  par- 
ticular product.  The  General  Council  would  pass  on  proposed  plans 
for  particular  commodities,  in  accordance  with  the  principles  of  policy 
accepted  by  the  countries  taking  part,  and  would  from  time  to  time 
review  the  operations  of  the  Commodity  Controls  and,  when  de- 
sirable, approve  changes  in  the  basic  prices  and  the  size  of  the  stocks. 
Its  functions  were  first,  by  buying  and  selling  operations,  to  stabilize, 
within  a  range  of  20  per  cent,  the  prices  of  that  part  of  raw  material 
production  which  entered  into  international  trade,  and  second,  to  hold 
stocks  sufficient  to  offset  short-period  fluctuations  in  demand  and 
supply.  With  these  limitations  competitive  international  markets 
would  continue.  The  location  of  stocks  would  be  widely  distributed. 
Keynes  assumed  that  some  form  of  international  security  and  police 
organization  would  be  set  up  and  that  the  commodity  controls  would 
cooperate  with  it  in  deciding  how  to  distribute  its  stocks  of  raw 
materials  particularly  important  in  war. 

In  preparing  the  Clearing  Union  Plan,  Keynes  had  suggested  that 
it  should  be  used  to  finance  buffer  stocks.  In  preparing  a  commodity 
control  plan,  he  developed  this  idea  in  more  detail.  The  difference 
between  the  buying  and  selling  prices  of  the  Commodity  Controls 
might  cover  costs  of  storage,  he  said  without  optimism,  but  the 
total  resources  needed  to  finance  holdings  might  be  large.  First  he 
advocated  that  over-drafts  should  be  provided  by  the  Clearing  Union, 
but  when  calculations  were  made  of  the  costs  of  carrying  even 
"normal"  stocks  of  some  of  the  chief  commodities  he  suggested  that 
in  addition  public  loans  guaranteed  by  the  Clearing  Union  might  be 
raised  to  lessen  the  strain  on  the  funds  of  the  Union. 

Thus  Keynes  was  chiefly  if  not  wholly  interested  in  Commodity 
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Controls  for  purposes  of  reducing  economic  instability  generally  and 
not  for  purposes  of  aiding  high-cost  producers  in  distress.  He  felt 
no  enthusiasm  for  and  much  suspicion  towards  most  of  the  prewar 
types  of  commodity  control,  with  their  production  restrictions  and 
their  export  quotas,  their  one-sided  representation  of  vested  interests 
and  their  failure  to  touch  the  roots  of  maladjustments. 

His  view  did  not  pass  unchallenged  in  Whitehall.  The  Board  of 
Trade  at  that  time  contained  a  section  under  Sir  Frederick  Leith- 
Ross  working  on  raw  material  questions.  Within  this  section  were  a 
number  of  specialists  with  experience  in  the  working  of  some  of  the 
prewar  commodity  controls.  They  were  critical  of  Keynes's  early 
drafts  on  the  ground  that  buffer  stocks  without  quantitative  regula- 
tion of  output  would  break  down  in  practice  because  of  the  slowness 
in  the  response  of  output  to  price  changes.  In  personal  conversations 
they  said  that  Keynes,  however  brilliant  an  economist  he  might  be, 
had  no  "practical"  experience  of  commodity  controls.  But  a  number 
of  other  Whitehall  officials,  including  economists  in  the  War  Cabinet 
secretariat,  were  more  ready  to  support  Keynes  than  to  support  the 
officials  who  favored  quantitative  controls. 

However,  provision  was  made  in  the  version  of  the  paper  accepted 
later  to  permit  the  use  of  export  quotas  in  special  cases  approved 
by  the  General  Council.  It  was  agreed  that  export  quotas  might 
be  useful  if  they  were  applied  only  to  ease  the  pains  of  transition 
when  old  sources  of  supply  or  old  products  had  to  give  way  to  new 
and  cheaper  ones.  The  differences  arose  on  the  question  whether 
the  abuses  would  outweigh  the  proper  uses  of  what  should  be  a 
temporary  device  but  in  the  past  had  too  often  come  to  stay.  Con- 
sequently, the  opening  left  in  the  U.K.  plan  for  quantitative  restric- 
tions was  carefully  hedged  around  with  qualifications  and  limita- 
tions to  prevent  its  use  until  alternative  remedies  had  been  considered 
and  to  close  it  as  soon  as  the  need  for  it  had  passed. 

It  is  a  tribute  to  the  initiative,  the  originality  and  the  energy  of 
Keynes  that  the  proposals  for  buffer  stocks  and  commodity  controls 
should  have  come  from  the  Treasury.  The  British  Treasury  has  a 
wide  concern  with  economic  affairs,  but  under  ordinary  conditions 
it  would  be  less  likely  than  several  other  departments  to  lead  the 
way  in  questions  relating  to  particular  raw  materials.  As  it  was, 
Keynes's  first  paper  stirred  up  a  wide  interest  in  a  number  of  other 
departments  in  plans  for  dealing  with  international  raw  material 
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questions  after  the  war,  including  the  Colonial  Office,  which  before 
the  war  had  struggled  with  the  difficulties  of  colonial  raw  material 
producers.  Officials  of  the  Board  of  Trade,  the  Colonial  Office,  and 
the  India  Office  took  an  active  part  in  the  discussions  in  the  Inter- 
departmental Committee  on  Keynes's  paper.  They  held  that  quantita- 
tive regulation  of  some  raw  materials  would  at  times  be  necessary 
for  the  success  of  the  general  plan.  Some  of  them,  I  believe,  remained 
privately  unconvinced  that  the  paper  which  was  agreed  on  went  far 
enough  in  this  direction. 

However,  there  were  strong  restraining  influences  in  Great  Britain 
on  those  who  were  inclined  to  favor  restriction  of  raw  material 
production  and  quota  regulation  of  exports.  The  Colonial  Office  had 
to  concern  itself  with  the  interests  of  territories  one  of  whose  chief 
means  of  livelihood  lay  in  the  exports  of  primary  products.  But  most 
other  departments,  and  notably  the  Treasury,  were  occupied  with  the 
needs  of  the  United  Kingdom  as  the  world's  largest  importer  of 
food  and  raw  materials.  The  regulation  by  quotas  of  exports  from 
the  food  and  raw  material  exporting  countries  tends  to  restrict  the 
power  of  an  importing  country  to  buy  in  the  cheapest  markets,  to 
bolster  up  high-cost  production  among  overseas  suppliers,  and  thus 
to  raise  the  cost  of  the  largest  items  among  the  indispensable  imports 
of  a  country  that  cannot  possibly  supply  all  of  its  own  needs  of  com- 
modities essential  to  life.  Unless  export  prices  rise  this  in  turn  tends 
to  increase  the  physical  quantity  of  exports  needed  to  offset  a  given 
physical  quantity  of  imports.  At  a  time  when  the  loss  of  overseas 
investments  had  already  increased  the  quantity  of  exports  needed  to 
offset  the  large  irreducible  amount  of  indispensable  imports,  the  civil 
servants  of  the  Treasury,  the  Department  of  Overseas  Trade,  the 
Cabinet  secretariat,  and  the  Foreign  Office  looked  askance  at  any 
schemes  that  might  add  to  a  burden  which  Lend-Lease  had  postponed 
but  which  would  fall  with  a  great  shock  on  the  British  public  at  the 
end  of  the  war. 

Nevertheless,  British  officials  took  a  reasonable  view  of  the  diffi- 
culties of  overseas  food  and  raw  material  producers.  With  character- 
istic moderation  they  held  that  it  was  not  in  the  long-run  interests 
of  Great  Britain  to  take  the  fullest  advantage  of  these  difficulties 
when  they  arose.  Though  the  wide  fluctuations  under  laissez-faire 
conditions  brought  abnormal  cheapness  in  some  years,  in  others  they 
sometimes  led  to  high  prices,   resulting  either  from   spontaneous 
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contraction  of  supplies  by  individual  producers  or  from  organized 
restriction  schemes  designed  to  remove  or  prevent  the  accumulation 
of  surpluses.  Even  more  important,  perhaps,  was  the  relation  between 
the  overseas  demand  for  British  manufactured  goods  and  the  prices 
of  food  and  raw  materials  in  world  markets.  The  collapse  of  food 
and  raw  material  prices  on  the  world  market  in  depressions  sharply 
reduced  the  ability  of  the  overseas  producing  countries  to  buy  manu- 
factures abroad  and  to  remit  payments  on  interest  and  amortization 
due  on  previous  loans.  Whitehall  was  therefore  willing  to  pay  some- 
what higher  prices  for  overseas  food  and  raw  materials  than  might 
otherwise  have  to  be  paid  in  depression,  if,  by  so  doing,  fluctuations 
in  the  markets  for  primary  products  could  be  reduced,  the  good- 
will of  overseas  producers  could  be  retained  and  their  ability  to 
purchase  United  Kingdom  exports  could  be  sustained. 

Finally,  the  point  of  view  of  the  domestic  agricultural  producer 
was  represented  in  the  government.  It  could  not  be  given  free  rein 
in  a  country  so  dependent  as  Great  Britain  was  on  imports  of  agri- 
cultural products.  But  during  the  war  British  farmers  were  achieving 
extraordinary  increases  in  domestic  production  in  spite  of  a  wide 
mobilization  of  agricultural  workers  for  the  army.  The  supplies  of 
agricultural  machinery  were  increasing,  the  efficiency  of  land  utiliza- 
tion was  rising,  partly  through  the  organized  spread  of  knowledge 
and  partly  through  the  work  of  the  local  agricultural  committees 
which  held  the  power  to  supplant  inefficient  farmers.  These  develop- 
ments increased  the  influence  of  British  agricultural  interests.  The 
grain  producers  among  them  were  attracted  by  any  scheme  to  prevent 
grain  prices  from  falling  to  low  levels.  It  was  not,  therefore,  an  acci- 
dent or  a  mere  matter  of  personal  idiosyncrasy  that  in  1941  and  1942 
R.  S.  Hudson,  Minister  of  Agriculture  in  the  coalition  govern- 
ment— a  minister  who  took  unusual  pains  to  master  the  details  of  his 
work — had  been  the  chief  supporter  of  the  Wheat  Agreement  among 
British  ministers.  In  a  conversation  with  me,  he  expressed  approval 
of  the  quota  regulation  of  trade  and  of  the  Wheat  Agreement  and 
sharply  criticized  Article  VII  of  the  Mutual  Aid  agreement.  He 
appeared  to  have  no  faith  in  comparative  cost  as  a  regulator  of  trade 
between  nations  and  favored  stiff  international  bargaining — usually 
between  governments  acting  partly  on  behalf  of  private  producers — 
which  would  lead  to  agreements  to  exchange  specified  amounts  of 
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different  classes  of  goods.  His  aim  appeared  to  be,  not  bilateral  bal- 
ancing of  trade  but  a  sort  of  managed  multilateral  trade. 

These  views  were  not  widely  shared  in  the  Conservative  Party. 
But  before  the  war  the  Conservative  ministries  had  imposed  "quota" 
restrictions  on  imports  of  the  more  perishable  agricultural  products. 
Major  Walter  Elliott,  a  distinguished  administrator  who,  as  Minister 
of  Agriculture  for  some  years  in  the  logo's  had  led  the  move  to 
impose  these  restrictions,  appeared  in  a  conversation  which  I  had 
with  him  to  find  difficulty  in  appreciating,  even  in  principle,  the 
benefits  of  regional  specialization.  At  times  he  seemed  full  of  an 
emotional  dislike  of  international  trade ! 

But  changes  of  government  and  the  establishment  of  the  Ministry 
of  Food  brought  a  policy  which  ensured  that  the  consumer's  interest 
would  not  in  the  future  be  subordinated  to  the  extent  to  which  it 
had  been  in  the  1930's. 

The  outcome  of  these  varied  and  on  some  points  conflicting  cur- 
rents of  opinion  was  a  document  more  restrained  than  some  groups 
wished  it  to  be  but  free  of  doctrinaire  tendencies  and  flexible  enough 
to  be  adapted  to  the  incompletely  foreseeable  conditions  that  might 
arise  in  the  working  of  the  controls.  It  was  hoped  in  Whitehall  that 
the  document  might  be  used  in  1942  as  a  basis  for  informal  Anglo- 
American  discussions.  But  these  hopes  were  not  to  be  fulfilled  for 
some  time  to  come. 

When,  after  an  absence  of  eighteen  months,  I  arrived  in  Wash- 
ington to  take  part  in  the  preparatory  work  for  the  Hot  Springs 
Food  Conference  I  was  unable  to  discover  any  organized  interde- 
partmental planning  on  postwar  raw  material  questions.  But  the 
agricultural  aspects  of  these  questions  were  certain  to  be  raised  dur- 
ing the  conference,  and  in  the  United  States  secretariat  (drawn  from 
the  Departments  of  Agriculture  and  State)  which  prepared  the  agenda 
and  papers  for  the  conference  efforts  were  made  to  reach  agree- 
ment on  the  position  which  the  United  States  delegation  should  be 
recommended  to  take. 

However,  the  differences  within  Washington  were  even  more 
serious  than  those  which  existed  within  Whitehall  at  the  time  when 
Keynes  put  forward  his  paper  on  buffer  stocks.  The  Department  of 
Agriculture  had  pressed  for  a  Wheat  Agreement  and  was  interested 
in  securing  a  Cotton  Agreement.  In  the  prewar  period  the  United 
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States  had  been  losing  ground  as  an  exporter  of  wheat  and  cotton. 
The  growth  of  population  and  of  nonagricultural  production  and  the 
rise  in  wages  and  land  values  were  reducing  the  competitive  power 
of  the  United  States  in  agricultural  raw  material  markets  abroad. 
The  increased  domestic  demand,  arising  mainly  from  the  growth  of 
population,  was  insufficient  to  take  off  the  "surplus"  production.  In- 
ternational raw  material  agreements,  which  would  fix  export  quotas 
based  on  a  past  period  and  modified  by  subsequent  hard  bargaining, 
would  benefit  a  large  and  politically  influential  country  whose  ex- 
ports of  the  raw  products  in  question  would  otherwise  decline.  Other 
members  of  the  Department  of  Agriculture  were  genuinely  seeking 
remedies  for  the  violent  fluctuations  in  the  fortunes  of  raw  material 
producers  the  world  over.  The  attitudes  in  the  Department  of  State 
and  in  other  departments  differed  from  that  in  the  Department 
of  Agriculture,  particularly  in  looking  with  suspicion  on  "producer 
interests."  But  there  did  not  appear  to  be  any  settled  and  generally 
agreed  position  in  the  early  spring  of  1943,  even  within  the  State 
Department. 

These  differences  were  discussed  in  the  United  States  secretariat 
which  prepared  papers  for  the  United  States  delegates  and  eventually 
for  the  whole  conference.5  Those  whose  experience  had  been  mainly 
in  agricultural  production  matters  argued  that  control  of  the  amounts 
produced  in,  and  of  the  proportions  exported  from,  the  chief  pro- 
ducing countries  were  necessary  in  peacetime  to  carry  out  agree- 
ments effectively.  Those  whose  experience  was  in  marketing  and 
consumption  matters  replied  that  such  rigid  controls  would  bolster  up 
high-cost  production  indefinitely  and  play  into  the  hands  of  vested 
interests.  A  compromise  was  reached  between  these  conflicting  views. 
It  was  agreed  that  control  of  production  and  exports  should  be  ac- 
cepted only  on  condition  that  measures  to  divert  productive  factors 
away  from  high-cost  production  would  be  put  into  force.  Thus  pro- 
duction quotas  and  export  quotas  would  be  temporary  devices  to 
ease  the  pains  of  transition,  and  would  help  to  accomplish  in  an 
orderly  manner  what  otherwise  would  be  accomplished  by  bankruptcy 
and  competitive  reduction  of  wages  or  would  be  avoided  by  private 

5  Since  the  Hot  Springs  Conference  was  an  ad  hoc  conference  there  was  no 
standing  international  secretariat  to  prepare  for  it.  Hence  the  working  group 
formed  by  Mr.  Acheson,  with  Dr.  Howard  Tolley  as  chairman,  was  in  effect 
turned   into  a  temporary   international   secretariat   for  the   conference. 
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restrictive  agreements  or  by  hastily  formed  governmental  schemes 
ignoring  the  interests  of  consuming  countries. 

Lively  discussions  of  raw  material  agreements  took  place  at  Hot 
Springs.  Some  though  not  all  of  the  fundamental  issues  were  debated 
at  length.  The  United  Kingdom  spokesmen  expounded  orally  the 
substance  of  their  paper  on  the  subject  but  decided  to  withhold  the 
paper  until  informal  conversations  began  on  Article  VII  of  the  Lend- 
Lease  agreement.  They  stressed  chiefly  the  stabilizing  value  of  buffer 
stocks.  But  from  personal  conversations  outside  the  meetings  I 
gathered  that  there  were  differences  of  opinion  within  the  British 
delegation.  Although  the  secretariat  had  drawn  up  papers  embody- 
ing general  policy,  the  United  States  delegates  held  somewhat  diver- 
gent views.  In  personal  discussions  outside  the  meetings  at  least 
three  different  policies  were  supported  within  the  delegation  and  its 
advisers.  Those  from  the  Department  of  Agriculture  advocated  a 
number  of  agricultural  raw  material  agreements  with  export  quotas 
and  if  possible  measures  to  regulate  output.  Some  of  those  from 
other  departments  were  skeptical  both  of  buffer  stocks  and  of  quanti- 
tative regulation  and  preferred  to  rely  mainly  on  measures  to  main- 
tain full  employment,  which,  they  hoped,  would  prevent  the  ac- 
cumulation of  surpluses.  Others  were  willing  to  experiment  with 
buffer  stocks  and  to  control  production  and  exports  only  as  a  tem- 
porary device  during  adjustments  to  lower  average  costs  of  produc- 
tion. Among  the  American  delegates,  Mr.  Appleby  represented  a 
position  more  favorable  and  William  Clayton  one  less  favorable  to 
commodity  agreements,  while  both  appeared  to  be  skeptical  of  the 
practicability  of  buffer  stocks  without  control  of  production. 

These  differences  of  opinion  within  national  delegations,  even 
when  they  were  expressed  openly  and  in  conference  meetings,  should 
not,  I  think,  be  condemned.  The  Hot  Springs  Conference  was  a  pre- 
liminary and  exploratory  conference  and  not  a  conference  to  draw 
up  hard-and-fast  operating  plans  for  immediate  and  permanent  adop- 
tion. At  such  a  stage  it  may  be  all  to  the  good  that  differences  should 
cut  across  national  lines :  this  makes  for  greater  individual  sincerity 
and  for  a  clearer  concentration  on  principles. 

The  resolution  adopted  at  Hot  Springs  on  raw  material  agree- 
ments was  partly  a  combination  of  and  partly  a  compromise  between 
these  different  points  of  view.  The  preamble  stressed  first  what  may 
be  called  the  buffer  stock  approach  designed  to  bring  a  more  even 
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flow  of  products  on  the  market  and  thus  contribute  to  the  reduction 
of  agricultural  and  industrial  fluctuations.  But  both  the  latter  part 
of  the  preamble  and  the  recommendations  went  further  and  cautiously 
suggested  that  regulation  of  production  might  be  needed  to  prevent 
serious  dislocation  during  periods  of  readjustment  and  to  dispose 
of  surpluses.  The  most  positive  part  of  the  resolution  recommended 
the  early  creation  of  an  organization  to  study  raw  material  agreements 
covering  particular  agricultural  products  and  to  work  out  principles 
governing  such  agreements. 

A  conflict  of  opinion  on  future  international  organization  of  raw 
material  agreements  began  also  during  the  preparations  for  the  con- 
ference and  continued  in  the  hotel  lobbies  during  the  conference. 
It  was  assumed  that  one  of  the  acts  of  the  conference  would  be  to 
establish  a  permanent  international  agency  to  deal  with  food  and 
agricultural  matters,  displacing  and  surpassing  in  scope  the  Interna- 
tional Institute  of  Agriculture  which,  to  its  detriment,  had  maintained 
its  headquarters  in  Mussolini's  Italy.  Within  most  delegations  the 
representatives  of  departments  of  agriculture  advocated  that  the  new 
organization  should  include  among  its  functions  the  international 
discussion  of  agricultural  raw  material  questions.  But  the  repre- 
sentatives of  foreign  offices  and  of  the  U.S.  State  Department  argued 
that  all  raw  material  questions — agricultural  and  mineral — should 
be  dealt  with  by  a  single  body  which  might  be  a  specialized  agency 
dealing  only  with  such  questions  or  might  be  a  wider  body  dealing 
with  international  trade  in  all  its  forms.  This  controversy  continued 
long  after  the  conference  and  became  increasingly  acrimonious  in 
Washington.  In  retrospect  it  appears  somewhat  barren. 

The  discussions  at  Hot  Springs  and  the  decision  that  informal 
British- American  talks  on  Article  VII  matters  would  begin  in  the 
later  summer  of  1943  led  to  increased  activities  on  raw  material 
questions  in  Washington.  During  the  summer  of  1943  an  interde- 
partmental committee  undertook  a  more  systematic  examination  of 
these  questions  than  had  yet  been  made.  Differences  between  the 
Department  of  Agriculture  and  the  Department  of  State,  fore- 
shadowed at  Hot  Springs,  showed  up  again  in  the  committee.  At 
this  stage,  however,  it  was  unnecessary  to  reach  a  rigid  position  and 
draw  up  a  formal  and  detailed  government  policy,  either  in  Wash- 
ington or  in  Whitehall.  The  subject  was  a  complicated  one,  most  of 
the  economists  in  government  had  little  knowledge  of  it,  and  the  les- 
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sons  of  experience  were  not  wholly  clear,  particularly  for  a  future 
in  which  conditions  might  be  expected  to  differ  considerably  from 
those  in  the  past.  Conflicts  of  opinion  did  not  run  according  to  na- 
tionality but  were  all  represented  in  each  of  the  governments  and 
among  the  public  of  the  United  States,  the  United  Kingdom,  and 
Canada.  It  was  far  better  at  the  outset  that  persons  with  special 
knowledge  of  the  subject  in  all  three  countries  should  exchange  views 
freely  on  the  merits  of  the  proposals  that  were  being  made  than  that 
they  should  be  mouthpieces  for  fixed  national  positions. 

This  was  the  practice  followed  during  the  discussions  on  raw 
material  policy  at  the  informal  meetings  on  Article  VII  matters  in 
Washington  in  September  and  October  1943.  In  the  general  discus- 
sions of  the  subcommittee  which  was  set  up  to  deal  with  "commodity 
policy''  no  attempt  was  made  to  secure  uniformity  of  opinion  within 
each  delegation.  Such  freedom  of  expression  of  individual  opinion 
was  an  ideal  method  of  commencing  the  discussions  between  the  ex- 
perts. It  brought  out  a  far  greater  diversity  of  analysis  and  of  ex- 
perience than  would  have  been  possible  if  each  group  had  followed 
a  "party  line." 

During  the  meetings  the  British  group  distributed  copies  of  their 
paper  on  raw  material  questions  to  the  United  States  group.  But, 
they  said,  the  paper  was  not  a  statement  of  official  policy:  already 
there  had  been  some  change  in  the  direction  of  British  thought  on 
the  subject.  American  officials  distributed  copies  of  a  report  made 
by  the  interdepartmental  committee  on  commodity  agreements :  they, 
likewise,  pointed  out  that  the  conclusions  in  it  did  not  represent 
an  official  United  States  point  of  view.  The  work  of  the  committee 
continued  after  the  Anglo-American  discussions  had  ended.  When 
the  British  experts  returned  to  London  I  learned  their  views  on 
the  discussions  and  kept  in  touch  with  further  developments  in  their 
ideas.  Hence  it  will  be  convenient  here  to  examine  the  position 
reached  about  the  end  of  1943. 

Differences  remained  not  only  between  the  British  and  the  United 
States  groups  but  within  each  group,  particularly  within  the  United 
States  group.  The  chief  difference  was  still  on  the  need  for  regula- 
tion of  production  and  trade  in  certain  raw  materials.  No  one  denied 
that  such  regulation  might  be  necessary.  The  conflict  of  opinion  was 
on  the  question  whether  it  should  be  regarded  as  a  normal  and 
permanent  feature  of  commodity  agreements  or  an  exceptional  and 
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temporary  expedient  to  tide  over  special  difficulties  and  to  be  dis- 
carded as  soon  as  possible.  The  United  States  spokesmen  for  agri- 
culture leaned  toward  the  former  view,  the  British  spokesmen  and 
the  United  States  nonagricultural  spokesmen  toward  the  latter.  But 
the  British  and  United  States  officials  who  opposed  quantitative  regu- 
lation as  a  normal  and  permanent  characteristic  of  commodity  controls 
differed  among  themselves  on  the  practicability  of  permanent  raw 
material  agreements  without  provision  for  quantitative  regulation. 
The  British  advocated  buffer  stock  schemes  in  which  quantitative 
regulation  would  be  the  exception,  while  the  Americans,  who 
frowned  on  permanent  quantitative  regulation,  were  at  the  same 
time  skeptical  of  the  practicability  of  buffer  stock  schemes.  Thus  the 
United  States  viewpoints  stood  at  opposite  extremes  and  the  British 
in  an  intermediate  position. 

But  during  the  winter  the  position  in  Whitehall  changed.  I  dis- 
covered that  the  reason  for  the  greater  disagreements  on  this  sub- 
ject in  the  United  States  group  than  in  the  United  Kingdom  group 
in  the  Washington  discussions  was  that  the  former  had  included 
while  the  latter  had  omitted  agricultural  representatives.  When  the 
papers  on  the  Washington  discussions  were  read  in  Whitehall  after 
the  return  of  the  British  group,  the  Ministry  of  Agriculture  reacted 
strongly  against  some  of  the  suggestions  made  in  them  and  asserted 
a  different  point  of  view  on  quantitative  regulation  and  on  subsidies 
from  that  which  British  officials  had  upheld  in  Washington.  The 
main  impact  of  these  differences  was  on  trade  policy  and  is  discussed 
in  another  chapter.  But  the  attitude  of  agricultural  circles  in  the 
United  Kingdom  toward  the  regulation  of  production  and  trade  in 
foods  was  more  lenient  than  that  of  industrial  and  importing  circles. 
Farming  interests  wished  to  limit  the  physical  quantities  of  some 
imported  foods.  But  other  producing  interests  had  little  reason  to 
support  measures  that  would  raise  the  prices  of  raw  materials.  Here 
was  the  making  of  a  serious  controversy  within  Whitehall. 

Although  all  the  experts — British,  Canadian,  and  American — ad- 
mitted that  regulation  of  production  and  exports  of  certain  raw 
materials  might  be  necessary  for  a  time  to  remove  maladjustments 
between  the  supply  of  and  demand  for  certain  raw  materials,  there 
was  little  agreement  between  agriculturalists  and  others  on  the  pre- 
cise conditions  in  which  it  should  be  permitted.  Some  agricultural 
experts  wished  to  apply  it  freely  as  part  of  organized  efforts  by 
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governments  to  contract  production  of  some  commodities  and  ex- 
pand that  of  others.  Other  experts  pointed  to  the  danger  that  high- 
cost  producers  would  be  bolstered  up  too  long  at  the  expense  of  low- 
cost  producers,  and  recommended  that  quantitative  regulation  should 
be  used  sparingly  and  only  in  urgent  cases. 

The  shadow  of  the  Great  Depression  hung  over  the  discussion 
of  raw  material  questions  as  it  did  over  international  monetary 
questions.  In  the  early  1930's  the  producers  of  raw  materials  had 
come  off  worse  than  the  producers  of  manufactured  goods.  The  posi- 
tion of  countries  dependent  on  exports  of  raw  materials  had  deterio- 
rated even  further  than  that  of  countries  with  more  diversified  ex- 
ports. It  was  indeed  difficult  for  any  experts  to  plan  for  the  future 
without  being  influenced  by  the  plight  of  raw  material  producers 
during  the  interwar  period.  The  danger  of  preparing  for  a  repetition 
of  the  last  depression  instead  of  preparing  for  new  conditions  in  the 
postwar  period  was  as  great  in  this  as  in  other  fields.  Some  British 
officials,  however,  were  more  guarded  than  the  American  officials, 
no  doubt  largely  because  of  the  famous  White  Paper  on  employ- 
ment of  which  preliminary  drafts  had  been  circulated  in  Whitehall 
and  which  showed  confidence  in  the  ability  of  governments  to  prevent 
the  return  of  great  depressions.  In  Washington  there  was  little  hope 
at  that  time  of  maintaining  full  employment  after  the  wartime  de- 
mand had  fallen  off. 

However,  a  closely  related  controversy  over  the  use  of  subsidies 
for  the  production  of  food  and  raw  materials  illustrates  both  the 
influence  of  the  past  and  the  expectation  of  changes  in  the  future. 
Agricultural  circles  in  Washington  were  strongly  opposed  to  the 
use  of  direct  subsidies  on  production.  Their  opposition  was  based  on 
historical  experience  of  the  curtailment  of  European  markets  for 
North  American  exports  of  food  and  agricultural  raw  materials  by 
the  use  of  subsidies  and  other  protective  and  preferential  devices. 
They  argued  that  such  measures  shut  out  goods  produced  at  low 
cost  in  favor  of  goods  produced  at  high  cost.6  They  recommended 
that  a  limit  should  be  set  on  the  amount  of  subsidized  production. 

6  Both  in  documents  and  oral  discussions  of  the  time  the  term  "low-cost" 
production  was  generally  abandoned  for  the  term  "more  effective"  or  "most 
effective"  production.  It  was  considered  unwise  from  a  political  point  of  view 
to  use  the  term  "low-cost" 

This  enthusiasm  for  supplying  the  market  from  low-cost  or  "most  effective" 
production    was    not    always    pursued    consistently.    The    Department    of    Agri- 
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Whitehall  took  a  different  view.  Both  for  domestic  and  interna- 
tional reasons,  British  officials  wished  to  leave  the  way  open  for 
subsidies  on  the  production  of  a  number  of  commodities.  At  home 
they  had  to  contend  with  a  demand  for  agricultural  protection. 
Abroad  they  expected  to  be  faced  with  a  demand  from  underde- 
veloped countries  for  freedom  to  increase  the  protection  of  infant 
industries.  They  wished  to  meet  both  demands  by  insisting  that  any 
protection  given  should  be  given  by  direct  subsidies  and  not  by  higher 
tariffs  nor  by  quantitative  restriction  of  imports. 

But  these  differences  did  not  overshadow  the  substantial  agree- 
ment among  the  majority  of  British,  Canadian,  and  American  ex- 
perts on  the  approach  to  raw  material  questions.  All  of  them  were 
prepared  to  recommend  that  the  questions  should  be  dealt  with  by 
an  international  organization  and  not  left  to  the  haphazard  processes 
of  the  interwar  period.  The  discussions  on  the  nature  of  the  inter- 
national organizations  were  based  chiefly  on  the  detailed  British 
plan  which  provided  for  a  General  Commodity  Council  made  up  of 
representatives  of  all  the  member  countries,  and  a  Commodity  Com- 
mission of  seven  members  appointed  by  the  Council  not  as  national 
representatives  but  as  persons  experienced  in  international  economic 
matters.  A  Code  of  Principles  was  to  be  laid  down  followed  by  sepa- 
rate Commodity  Councils  which  it  was  proposed  to  set  up  to  deal 
with  single  commodities.  A  Corporation  was  to  be  established  to  buy 
and  sell  raw  materials  under  direction  of  the  Commodity  Com- 
mission. 

By  the  end  of  1943  there  was  common  ground  between  Washing- 
ton and  London  on  the  desirability  of  an  international  commodity 
organization  to  work  closely  with  the  other  organizations  that  might 
be  set  up  to  deal  with  food,  trade  policy,  monetary  questions,  and 
investment.  It  was  agreed  both  within  and  between  Washington 
and  Whitehall  that  all  commodity  agreements  should  come  within 
the  same  organization  instead  of  being  split  between  the  Food  and 
Agricultural  Organization  and  a  separate  body  to  deal  with  raw 
materials  other  than  food.  Individual  commodity  organizations,  each 
dealing  with  a  single  raw  material,  might  be  set  up  or  might  be 
adaptations  of  previously  existing  bodies :  on  them  countries  "largely 

culture  held  out  for  a  higher  export  quota  for  the  United  States  in  the  proposed 
international  wheat  agreements  than  was  likely,  apart  from  subsidies,  to  be 
supplied  under  free  competition  in  normal  times. 
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dependent"  upon  imports  were  to  have  equal  representation  with 
the  exporting  countries.  Buffer  stock  schemes  were  to  be  given 
further  study.  Mr.  Keynes  and  Professor  Robbins  fully  agreed  with 
Washington  that  buffer  stocks  would  break  down  in  a  depression 
comparable  with  that  of  the  early  1930's  but  they — and  Whitehall 
generally — believed  that  such  severe  depressions  could  be  prevented 
in  the  future. 

When  the  British  experts  left  Washington  in  the  autumn  of  1943, 
they  looked  forward  to  a  continuation  of  informal  discussions  early 
in  1944.  But  1944  passed  without  any  further  discussions  between 
British  and  American  teams  on  the  principles  of  commodity  agree- 
ments. This  time  it  was  Westminster,  not  Whitehall  nor  Washington, 
that  was  responsible  for  the  delay.  Bitter  dissension  arose  between 
Westminster  and  Whitehall  on  questions  of  trade  policy:  raw  ma- 
terial agreements  were  involved,  if  at  all,  only  indirectly  through 
policy  on  subsidies.  The  main  differences  were  concerned  with  agri- 
culture and  with  trade  preferences,  and  are  described  in  the  chapter 
dealing  with  trade  policy.  But  the  discussions  on  raw  materials  had 
been  parallel  to  the  discussions  on  trade  policy  and  both  were  held  up 
as  a  consequence  of  dissension  over  one  of  them. 

During  the  delay  more  study  seems  to  have  been  given  to  the  sub- 
ject in  Washington  that  in  Whitehall.  British  officials,  at  odds  with 
ministers,  and  unable  to  make  progress  on  Article  VII  questions, 
turned  for  some  time  to  different  fields.  But  in  Washington  an  inter- 
departmental committee  pressed  on  with  studies  of  commodity 
agreements,  and  by  the  close  of  the  summer  had  completed  a  new 
report  which  brought  Washington  much  nearer  to  a  common  policy. 
One  sharp  difference  remained.  The  Department  of  State  was  now 
thoroughly  in  favor  of  the  establishment  of  a  single  international 
organization  which  would  cover  international  trade,  commodity 
agreements  and  cartel  practices.  The  Department  of  Agriculture, 
on  the  other  hand,  resolutely  maintained  that  commodity  agreements 
should  not  come  within  the  same  agency  that  dealt  with  trade  policies, 
but  should  be  dealt  with  by  a  separate  international  commodity  or- 
ganization. Clearly,  the  agriculturalists  feared  that  a  wider  organiza- 
tion would  be  dominated  by  free  traders  hostile  to  commodity  agree- 
ments. Washington  officials  outside  the  State  Department  were 
equally  afraid  that  a  separate  organization  to  deal  only  with  raw 
material  agreements  would  be  dominated  by  restrictionist  planners. 
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A  deadlock  was  reached  for  a  time.  But  by  the  autumn  of  1944  of- 
ficials in  Washington  were  in  substantial  agreement  that  the  proposed 
international  body,  however  it  might  be  related  to  other  interna- 
tional organizations,  should  investigate  raw  material  questions  and 
recommend  to  governments  methods  of  dealing  with  international 
difficulties,  and  supervise  international  commodity  agreements  to 
hold  them  in  line  with  a  code  of  principles  to  be  negotiated  between 
the  member  countries.  Limitation  of  production  or  exports  was  not 
to  be  imposed  unless  a  preliminary  investigation  had  demonstrated 
the  existence  of  a  "burdensome  surplus"  which  "the  price  system" 
could  not  remove  in  a  reasonable  time,  and  unless  an  agreement  had 
been  reached  on  methods  of  readjustment.  Countries  largely  de- 
pendent on  imports  of  a  raw  material  were  to  have  an  equal  voice 
with  producing  countries  in  the  controlling  body. 

So  far  these  proposals  were  in  harmony  with  those  of  the  British 
plan.  On  buffer  stocks,  however,  Washington  still  took  a  much  more 
conservative  view  than  London,  and  was  prepared  to  recommend 
only  that  the  proposed  international  organization  should  study  their 
practicability. 

No  serious  obstacle  remained  to  the  fruitful  resumption  of  Anglo- 
American  discussions  on  commodity  agreements,  and  the  further 
delay  was  merely  a  by-product  of  the  controversy  within  London  on 
trade  policy. 

In  the  autumn  of  1944  the  deadlock  in  London  on  Article  VII 
questions  was  broken  and  Whitehall  was  in  a  position  to  resume 
discussions  on  trade  and  raw  material  policy.  The  circumstances  in 
which  the  informal  discussions  were  resumed  in  London  in  late  1944 
and  in  the  first-half  of  1945  are  discussed  more  fully  in  the  chapters 
on  trade  policy.  By  this  time  there  were  few  pronounced  differences 
on  commodity  policy.  In  Washington  the  Department  of  Agriculture 
had  less  influence  than  formerly,  and  in  London,  while  Lord  Keynes 
was  closely  occupied  with  monetary  questions,  the  buffer  stock  pro- 
posals languished.  The  next  step  was  to  prepare  a  draft  statement  of 
proposed  principles  to  guide  international  commodity  agreements. 
This  was  to  be  a  chapter  in  a  more  comprehensive  plan  covering 
trade  and  cartel  practices  as  well.  The  preliminary  draft  was  tenta- 
tively agreed  on  in  discussions  between  Harry  Hawkins,  Lloyd 
Steere,  William  Fowler  and  the  present  writer  on  the  U.S.  side,  and 
Sir  Percival  Leisching,  Sir  Wilfred  Eady,  Professor  Lionel  Rob- 
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bins,  and  G.  Shackle  on  the  U.K.  side.  William  Clayton  and  some 
of  his  advisers  joined  in  the  discussion  in  July,  and  the  final  touches 
were  added  in  Washington  at  the  time  of  the  early  part  of  the  ne- 
gotiations on  the  British  loan. 

The  resulting  document  may  thus  be  taken  as  closing,  a  little 
belatedly,  the  stage  of  wartime  planning  on  international  commodity 
agreements.  It  embodied  the  substance  of  many  of  the  proposals 
made  in  the  British  and  American  interdepartmental  reports  already 
described.  Its  text  was  published  in  November  1944  in  the  Proposals 
for  Expansion  of  World  Trade  and  Employment,  Chapter  V  of  which 
dealt  with  "Intergovernmental  Commodity  Arrangements."  It  is 
therefore  unnecessary  to  describe  it  here  in  detail.  It  differed  from 
the  original  British  plan  chiefly  in  its  noncommittal  attitude  on  buffer 
stocks,  the  establishment  of  which,  under  the  influence  of  Keynes 
and  the  Colonial  Office,  had  been  at  first  the  main  aim  of  Whitehall. 
But  it  differed  also  just  as  sharply  from  the  earlier  views  of  Wash- 
ington, shown  in  the  original  Draft  Wheat  Agreement  and  to  a  lesser 
extent  in  subsequent  informal  discussions.  The  main  driving  force 
behind  these  views,  which  had  come  from  the  Department  of  Agri- 
culture, had  spent  itself;  the  cautious  British  attitude  toward  regula- 
tion of  production  and  exports  was  accepted  in  Washington  and  the 
Proposals  expressed  a  severely  restrictionist  policy  towards  restric- 
tionist  policies.  No  member  country  was  to  limit  production  or  ex- 
ports unless  it  had  been  determined  by  special  investigation  that  a 
"burdensome  surplus"  had  piled  up  and  was  causing  "widespread 
distress  to  small  producers  accounting  for  a  substantial  proportion 
of  the  total  output"  and  "widespread  unemployment,  unrelated  to 
general  business  conditions,"  neither  of  which  could  be  "corrected 
by  the  normal  play  of  competitive  forces  rapidly  enough  to  prevent 
widespread  and  undue  hardship  to  workers.  .  ."7  Under  such  tight 
conditions  it  would  seem  that  the  disease  might  go  far  while  the 
doctors  were  studying  the  diagnosis ! 

For  the  rest,  the  Proposals  embodied  familiar  material  relating  to 
the  objectives,  the  operation,  and  the  review  of  commodity  agree- 
ments, the  substance  of  which  had  been  included  in  the  earlier  British 
and  American  informal  proposals.  More  stress  was  laid,  however, 
on  the  importance  of  making  "special  studies  ...  of  the  position  of 
particular  commodities  of  which  excess  supplies  exist  or  are  threat- 

7  Proposals  for  Expansion  of   World   Trade  and  Employment,   Ch.   V,  par.   4. 
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ened,  to  the  end  that,  if  possible,  consumption  may  be  increased  and 
the  anticipated  difficulties  may  thereby  be  averted."8 

Finally  it  was  now  accepted  in  Washington  as  well  as  in  London 
that  international  raw  material  questions  would  come  within  the 
scope  of  a  single  International  Trade  Organization.  The  Depart- 
ment of  Agriculture's  position  had  been  rejected.  But  it  was  still  left 
doubtful  how  far  the  Organization's  powers  of  supervision  would  go. 
Member  countries  were  "to  undertake  to  adhere"  to  stated  principles 
and  conditions.  They  were  "to  undertake  to  transmit  to  the  Organiza- 
tion, for  review,  intergovernmental  commodity  agreements  in  which 
they  now  participate  or  in  which  they  proposed  to  participate  in  the 
future."  But  on  the  detailed  relationship  between  the  international 
trade  organization  and  the  organizations  that  operated  the  agree- 
ments on  particular  products  nothing  was  said. 

There  seems  to  be  little  doubt  that  in  those  days  it  was  expected 
that  the  difficulties  which  all  these  provisions  were  designed  to  meet 
would  recur  fairly  soon  after  the  war.  From  Hot  Springs  onwards, 
however,  this  expectation  had  been  greater  in  Washington  than  in 
London.  From  the  spring  of  1944  to  the  end  of  the  war  I  was  fre- 
quently kept  busy  in  London  on  the  controversies  that  arose  between 
the  State  Department  and  the  Foreign  Office  regarding  the  food 
contracts  which  the  United  Kingdom  was  negotiating  with  other 
Commonwealth  countries.  These  controversies  were  partly  the  re- 
sult of  differences  between  the  opinions  held  in  Washington  and 
those  held  in  London  on  the  time  when  scarcities  would  give  way 
to  abundance  and  perhaps  to  overabundance.  The  experts  of  the 
Ministry  of  Food  had  contended  that  severe  food  scarcities  would 
continue  in  the  early  postwar  years  and  that  the  wartime  policy  of 
increasing  agricultural  production  should  be  carried  over  into  the 
early  postwar  years  even  in  the  food  exporting  countries.  But  Wash- 
ington agricultural  circles  had  been  "surplus-minded"  for  more  than 
a  decade  before  the  war  and,  though  they  changed  their  attitude  for 
a  short  time  in  1943,  they  lapsed  again  in  1944 — of  all  times! — and 
near  the  end  of  the  war  expected  an  early  return  of  postwar  surpluses. 
More  generally,  American  raw  material  experts  tended  to  under- 
estimate the  strength  and  duration  of  postwar  demand  for  most 
primary  commodities.  This  is  not  surprising  when  we  recall  the  esti- 

s  ibid. 
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mates  of  postwar  unemployment  that  were  widely  accepted  as  the 
war  was  drawing  to  a  close. 

Thus  in  the  later  years  of  the  war  international  commodity  agree- 
ments were  widely  regarded  as  a  question  of  the  transition  period 
and  not  merely  of  the  long  run.  Their  relevance  to  the  early  transition 
period  was  exaggerated. 


CHAPTER   V 

Planning  to  Reduce  Trade 
Barriers 


t; 


,he  controversy  in  1941  and  early  1942  over  the 
text  of  Article  VII  of  the  Mutual  Aid  agreement 
had  drawn  wide  attention  in  Washington  and  London  to  the  ques- 
tion what  sort  of  international  trade  policy  should  follow  the  war. 
It  turned  largely  into  a  discussion  of  two  supposedly  alternative 
methods  of  trading  among  nations — "bilateralism"  and  ''multi- 
lateralism." These  widely  used  terms  oversimplify  the  issues.  Natu- 
ral resources  and  technical  skills  are  so  unevenly  distributed  over 
the  earth  that  equality  of  imports  and  exports  between  pairs  of  coun- 
tries is  impracticable  and  a  wider  network  of  exchange  must  be 
sought,  even  if  it  falls  far  short  of  a  world  multilateral  system  in  which 
all  currencies  are  interchangeable  freely  and  the  credits  which  each 
country  obtains  in  its  transactions  with  some  countries  can  be  used 
to  offset  the  debts  which  it  incurs  in  its  transactions  with  other  coun- 
tries. Much  of  the  argument  turned  on  the  question  whether  a  leading 
importing  country  should  be  free  in  the  postwar  period  to  press  the 
countries  which  supplied  its  imports  to  take  directly  in  return  as 
much  of  its  exports  as  possible  even  if  other  countries  could  supply 
them  more  cheaply.  The  issue  arose  in  an  acute  form  out  of  the 
sudden  large  changes  in  the  debtor-creditor  positions  of  certain 
countries,  notably  the  United  Kingdom.  It  played  a  large — though 
not  large  enough — part  in  the  move  to  establish  new  international 
organizations  to  deal  with  international  monetary  and  financial 
questions.  But  even  if  the  new  and  special  obstacles  to  the  restora- 
tion of  a  world  trading  system  were  removed  by  appropriate  financial 
measures,  arduous  negotiations  on  the  details  of  postwar  trade  regula- 
tions would  be  unavoidable. 

From  the  beginning  it  was  clear  that  after  the  Second  Great  War 
of  the  twentieth  century  international  trade  would  restart  under 
very  different  conditions  from  those  which  existed  after  the  First 
Great  War.  In  19 13  a  world  multilateral  trading  system  was  flourish- 
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ing.  Obstacles  to  trade  were  insignificant  compared  to  those  of  later 
years.  The  new  Democratic  regime  in  the  United  States  sharply 
reduced  tariffs.  The  so-called  quantitative  restrictions  that  are  fa- 
miliar to  the  present  generation  were  hardly  known.  If,  therefore, 
the  nations  had  simply  resolved  to  resume  peacetime  trade  after  the 
war  under  the  191 3  tariff  there  would  have  been  little  cause  for 
complaint. 

But  from  1939  to  1945  no  one  concerned  with  postwar  planning 
could  calmly  accept  the  idea  of  returning  to  the  trading  conditions 
of  the  1930's.  For  world  multilateral  trade,  though  it  had  recovered 
in  the  i92o's,  had  been  seriously  impaired  in  the  1930's,  first  by  the 
Great  Depression  and  later  by  preparations  for  war.  Restriction  of 
imports,  not  only  by  high  tariffs  but  also  by  limits  on  physical  quanti- 
ties, had  grown  rapidly.  They  were  indeed  more  a  consequence  than 
a  cause  of  the  crumbling  of  the  world  multilateral  system,  but  that 
did  not  make  them  any  more  supportable  to  traders  or  to  nations 
particularly  dependent  on  trade.  No  responsible  officials  in  the  de- 
partments concerned  with  trade  could  overlook  the  necessity  of  inter- 
national cooperation  on  a  greater  scale  than  ever  before  if  tolerable 
conditions  of  trade  were  to  be  established.  The  precedents  from  the 
interwar  period  were  not  encouraging:  many  efforts,  embodying  a 
variety  of  approaches,  were  made  with  little  success  to  reduce  barriers 
and  to  raise  the  volume  of  trade  from  the  low  levels  to  which  it  had 
fallen. 

From  the  beginning,  the  discussion  of  postwar  international  trade 
was  directed  mainly  to  questions  of  trade  barriers  and  government 
assistance  to  industries.  There  was  strangely  little  analysis  of  the 
actual  structure  of  trade  in  the  past :  what  there  was  came  from  the 
outside  and  notably  from  the  officials  of  the  League  of  Nations, 
first  at  Geneva  and  later  at  Princeton.  It  seems  to  have  passed  almost 
unheeded  in  government  circles  and  even  among  academic  economists. 

In  1942  Washington  had  a  tentative  postwar  policy  on  interna- 
tional trade.  But  it  was  only  the  prewar  policy  of  the  United  States 
with  a  few  improvements  in  detail  and  an  enlargement  in  scope. 
It  was  still  based  on  the  principle  that  trade  treaties  should  be  ne- 
gotiated between  pairs  of  countries  in  separate  negotiations.  This 
necessitated  a  long-drawn-out  process  of  bargaining,  product  by 
product,  with  the  aim  of  reaching  a  rough  equivalence  in  concessions 
over  the  whole  field.  It  had  been  cleverly  adapted  to  the  limited 
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opportunities  which  the  present  constitution  of  the  United  States, 
inherited  from  the  leisurely  and  parochial  conditions  of  a  bygone 
age,  gives  to  the  executive  branch  of  government  to  undertake  com- 
mitments abroad  without  the  risk  of  prompt  repudiation  by  the 
legislative  branch  at  home. 

In  1942  Whitehall  did  not  move  as  far  with  plans  for  postwar 
international  trade  generally  as  with  plans  for  postwar  trade  in  raw 
materials.  Keynes,  who  gave  so  much  of  the  impetus  to  the  inter- 
national monetary  and  raw  material  plans,  was  less  inclined  to  take 
the  initiative  in  trade  policy.  In  my  conversations  with  him  in  1942 
I  found  that  although  at  the  beginning  of  the  year  he  had  dropped 
the  idea  that  discriminatory  bilateral  bargains  with  other  countries 
(accepting  imports  conditionally  on  the  acceptance  of  exports)  would 
be  unavoidable,  he  looked  for  a  solution  to  the  Clearing  Union  plan, 
to  the  buffer  stock  plan,  and  to  general  policies  to  maintain  domestic 
employment  at  a  high  level.  He  did  not  seem  to  think  then  that  any 
considerable  contribution  could  be  made  by  Secretary  Hull's  policies 
on  international  trade,  and  when  I  pointed  out  to  him  the  importance 
to  Britain  of  better  access  to  markets  abroad  if  exports  were  to  be 
increased  to  compensate  for  the  loss  of  foreign  investments,  he  placed 
more  importance,  in  his  reply,  on  the  relation  between  the  quantity 
of  international  trade  and  the  quantity  of  domestic  employment  and 
economic  activity  than  on  the  relation  between  the  quantity  of  trade 
and  the  height  of  trade  barriers. 

But  Whitehall  had  taken  seriously  the  commitments  on  trade 
policy  in  Article  VII  of  the  Lend-Lease  agreement.  It  did  not  agree 
then,  and  has  not  agreed  since,  that  bilateral  negotiations  and  agree- 
ments under  the  Reciprocal  Trade  Agreements  Act  could  be  con- 
sidered as  a  complete  or  adequate  fulfilment  of  the  international  trade 
obligations  under  Article  VII,  and  it  was  casting  around  for  plans 
to  give  fuller  effect  to  these  obligations.  Before  the  close  of  1942 
the  first  move  toward  a  definite  constructive  British  policy  on  inter- 
national trade  was  made  and  it  was  followed  up  steadily  in  the  early 
part  of  1943. 

If  any  one  event  can  be  designated  as  marking  the  origin  of  the 
International  Trade  Charter  and  the  International  Trade  Organiza- 
tion proposed  at  Havana  in  1947,  it  took  place  in  Whitehall  in  the 
latter  part  of  1942.  If  any  one  person  can  be  described  as  the  originator 
of  the  movement  for  an  International   Trade  Organization   it  is 
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James  Meade,1  who  at  the  time  was  a  member  of  the  Economic  Sec- 
tion of  the  War  Cabinet  secretariat,  then  headed  by  Professor  Lionel 
Robbins  and  responsible  on  civilian  matters  to  Sir  John  Anderson, 
Lord  President  of  the  Council.  In  the  latter  part  of  1942  Mr.  Meade 
produced  a  plan  for  an  international  commercial  union  of  countries 
that  would  reduce  trade  barriers  to  low  levels.  It  was  to  adopt  a  con- 
vention specifying  the  necessary  reductions,  establishing  an  agreed 
code  of  international  trading  conduct,  and  providing  machinery  for 
interpretation  of  the  convention  and  for  dealing  with  complaints  of 
infringements.  It  would  also  be  equipped  to  carry  out  investigations, 
to  supply  information  to  member  countries,  and  later  to  prepare 
amendments  to  existing  agreements. 

Mr.  Meade's  proposals  gained  the  support  of  other  members  of 
the  War  Cabinet  secretariat  and  engaged  the  interest  of  the  Board 
of  Trade.  It  was  arranged  that  Mr.  Meade  should  work  with  the 
Board  of  Trade  to  bring  the  plan  to  an  acceptable  form.  The  Board 
of  Trade  then  sponsored  the  plan  on  the  Interdepartmental  Com- 
mittee dealing  with  international  economic  questions.  After  much 
discussion  and  criticism  a  draft  was  adopted  and  recommended  to 
the  Ministerial  Committee,  to  which  the  Interdepartmental  Com- 
mittee was  responsible,  as  a  suitable  basis  for  discussion  in  interna- 
tional negotiations. 

However,  these  discussions  in  Whitehall  raised  acute  differences 
of  opinion  in  some  quarters  concerning  the  practicability  of  removing 
discriminations  and  restoring  unfettered  multilateral  trade,  at  least 
in  the  early  postwar  period.  An  able  economist  among  the  Treasury 
advisers  opposed  Mr.  Meade  on  this  issue  and  maintained  that 
bilateral  bargaining — discriminating  between  those  countries  which 
would  and  those  countries  which  would  not  accept  U.K.  exports  in 
the  quantities  desired — would  have  to  be  the  U.K.  policy  after  the 
war.  This  view  was  no  longer  supported  by  Mr.  Keynes  and  failed  to 
gain  the  support  of  the  Board  of  Trade,  the  War  Cabinet  secretariat, 
and  the  majority  of  Treasury  economists.  But  a  vigorous  discussion 
took  place  through  memoranda,  debates  in  committee,  and  individual 
discussions. 

In  December  1942  I  summarized  the  position  briefly  in  the  course 
of  a  memorandum  dealing  with  the  state  of  preparations  in  Whitehall 
for  Article  VII  discussions :  "For  a  time  the  British  proposed  to 

1  Now  professor   of  international   trade   in   the  London   School   of  Economics. 
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wait  for  us  to  take  the  initiative  in  working  out  the  details  of  a  plan 
for  the  reduction  of  tariffs  and  the  removal  of  discriminations.  But 
owing  to  the  initiative  of  certain  government  economists  the  Board 
of  Trade,  with  the  help  of  an  economist  drawn  from  the  War  Cabinet 
secretariat,  is  now  working  on  a  project  for  a  sort  of  low  tariff 
union  of  countries,  which  would  agree  to  certain  standards  of  con- 
duct and  take  certain  measures  for  the  reduction  of  tariffs  and  re- 
moval of  discriminations.  .  .  .  The  plan  has  to  pass  through  other 
departments  and  the  interdepartmental  committee  and  receive  the 
green  light  from  the  Cabinet  Committee  which  passes  on  documents 
submitted  by  the  Interdepartmental  Committee.  I  understand  that 
good  progress  has  been  made  and  that  there  is  a  definite  prospect 
that  the  British  may  be  prepared  to  take  the  initiative  in  1943  in  sub- 
mitting plans  for  freer  trade." 

Through  the  greater  part  of  1943  steady  progress  was  made  on  the 
British  plans  for  an  international  trade  organization  and  a  code 
by  which  trade  policy  should  be  guided  in  the  postwar  period.  In 
Washington  more  difficulties  were  encountered.  During  visits  to 
Washington  in  the  spring,  before  and  after  the  Food  and  Agri- 
cultural Conference  at  Hot  Springs,  I  had  opportunities  to  discuss 
trade  policy  with  leading  officials  in  the  State  Department  during 
one  of  the  biennial  struggles  of  the  Administration  against  recalcitrant 
congressmen  for  the  renewal  of  the  Reciprocal  Trade  Agreements 
Act  which  authorized  the  executive  to  negotiate  bilateral  trade 
agreements  without  ratification  by  Congress.  In  face  of  a  growing 
Republican  opposition,  the  administration  would  almost  certainly 
have  been  defeated  if  its  case  had  been  in  hands  less  skilled  than 
those  of  Secretary  Hull,  Harry  Hawkins,  and  their  competent  staff, 
aided  by  enlightened  outside  organizations.  Some  Congressmen  and 
lobbyists  for  vested  interests  were  deterred  by  no  scruples  and  by  no 
sense  of  the  ridiculous  from  proclaiming  outrageous  falsifications. 
A  representative  from  California  asserted  loudly  that  Nazi  Germany 
had  been  forced  into  the  war  by  the  Reciprocal  Trade  Agreements 
Act.  Angry  replies  and  rejoinders  were  made  until  the  press  sought 
the  opinion  of  Secretary  Hull,  who  blandly  replied  that  if  it  had  not 
been  a  congressman  who  had  made  the  statement  he  would  have  said 
it  was  piffle.  The  congressman  from  California  was  no  match  for 
such  an  experienced  political  hand  and  his  attack  fizzled  out  in  splut- 
tering incoherence.  But  the  renewal  of  the  act  was  never  a  foregone 
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conclusion ;  opposition  to  it  was  a  slight  foretaste  of  what  might  be 
expected  if  far-reaching  postwar  reforms  in  the  conduct  of  interna- 
tional trade  were  attempted. 

It  is  not  surprising,  therefore,  that,  after  the  successful  outcome 
of  this  gruelling  struggle,  I  found  State  Department  officials  more 
anxious  to  make  the  fullest  possible  use  of  the  existing  powers  of 
the  executive  in  the  next  two  years  than  to  return  soon  to  Congress 
and  strive  to  obtain  wider  powers  embodying  a  new  and  more 
drastic  approach  to  the  reduction  of  trade  barriers.  They  were  pre- 
pared to  seek  larger  powers  within  the  old  framework  when  the  act 
came  up  for  renewal  two  years  later — first  the  power  to  negotiate 
larger  reductions  of  tariffs  than  the  existing  act  permitted,  and 
second  an  extension  of  the  duration  of  the  act  from  two  to  three 
years.  But  the  fundamental  basis  of  the  act  would  be  unchanged: 
it  would  still  be  confined  to  selective  reduction  of  tariffs  negotiated 
with  one  country  at  a  time  and  would  not  permit  the  United  States 
to  join  in  a  general  reduction  of  tariffs  that  might  be  agreed  on  in 
an  international  conference  of  many  nations. 

From  my  knowledge  of  developments  in  Whitehall  I  was  con- 
vinced that  such  an  extension  of  the  Reciprocal  Trade  Agreements 
Act,  desirable  and  useful  though  it  would  be,  would  not  go  far  enough 
to  meet  the  views  of  the  United  Kingdom.  In  numerous  personal 
conversations  with  leading  officials  since  Article  VII  of  the  Mutual 
Aid  agreement  had  been  signed,  it  had  been  made  unmistakably 
clear  to  me  that  the  method  of  bilateral  negotiations  was  not  regarded 
by  the  British  as  an  adequate  means  for  reducing  trade  barriers  im- 
mediately after  the  war,  and  that  tariff  reductions  under  bilateral 
trade  agreements  would  not  be  accepted  as  a  full  discharge  of  the 
obligation  arising  out  of  Article  VII  to  reduce  trade  barriers.  It 
followed  that  the  United  Kingdom  would  not  agree  to  the  abolition, 
though  they  would  agree  to  the  reduction,  of  preferences  in  return 
merely  for  reciprocal  reductions  of  tariffs  under  the  Reciprocal  Trade 
Agreements  Act.  Article  VII  provided  for  the  reduction  of  tariffs 
and  the  abolition  of  preferences.  But  it  did  not  give  precise  guidance 
on  the  question  how  large  a  reduction  of  tariffs  would  be  required 
to  call  for  the  abolition  of  preferences.  All  the  arguments  and  dif- 
ferences have  centered  on  this  undetermined  point.  British  spokesmen 
did  not  deny  the  obligation  to  abolish  discriminations  under  certain 
conditions.  But  they  repeatedly  declared,  at  first  privately  and  later 


TRADE  BARRIERS  93 

during  negotiations,  that  they  would  abolish  preferences  only  in  re- 
turn for  a  heavy  all-round  and  not  a  "selective"  reduction  of  tariffs 
and  other  trade  barriers.  Though  they  have  not  stated  to  this  day, 
so  far  as  I  am  aware,  what  in  their  opinion  the  extent  of  such  a 
reduction  would  have  to  be,  my  impression  from  an  early  stage  was 
that  it  would  have  to  be  much  more  than  50  per  cent  of  the  prewar 
height  of  all  tariffs. 

Another  important  postwar  trade  question  would  have  been  left 
untouched  by  the  Reciprocal  Trade  Agreements  Act.  It  was  a  central 
principle  of  the  act  that  trade  agreements  should  provide  for  ap- 
proximately equal  reductions  on  both  sides.  Fortunately,  this  princi- 
ple had  not  been  interpreted  narrowly :  no  attempt  had  been  made  to 
work  out  "equivalence,"  product  by  product,  but  in  a  broad  sense 
equality  was  sought  over  the  whole  range  of  concessions.  But  from 
1 94 1  onwards  it  became  clear  that  in  the  postwar  world  the  United 
Kingdom  would  have  lost  the  creditor  position  which  it  had  held 
before  the  war,  while  the  United  States  would  probably  be  more  than 
ever  a  creditor  country.  If  chronic  instability  in  international  ac- 
counts was  to  be  avoided,  adjustments  would  have  to  be  made  in 
the  balance  of  trade  in  both  countries,  exports  increasing  propor- 
tionately to  imports  in  the  United  Kingdom  and  imports  increasing 
proportionately  to  exports  in  the  United  States.  To  assist  in  the  diffi- 
cult task  of  making  these  adjustments,  trade  barriers  should  be 
lowered  on  both  sides  but  to  a  greater  extent  on  the  American  than 
on  the  British  side.  The  Reciprocal  Trade  Agreements  Act  con- 
tributed to  the  first  but  not  to  the  second  of  these  processes  of  ad- 
justment. In  recommending  the  bill  to  Congress,  administration 
spokesmen  stressed  particularly  the  principle  of  equivalence  in  con- 
cessions. This  may  have  helped  to  pass  the  bill  but  it  also  made  it 
so  much  the  more  difficult  for  the  administration  to  lay  before  Con- 
gress at  a  later  stage  any  measures  that  could  be  used  ultimately  to 
increase  imports  more  than  exports. 

Ambassador  Winant  held  the  view,  and  made  it  known  in  Wash- 
ington, that  the  Reciprocal  Trade  Agreements  Act,  although  it  was 
useful  as  far  as  it  went,  would  not  in  itself  suffice  to  meet  postwar 
needs,  and  that  an  attempt  should  be  made,  in  spite  of  the  risks 
of  failure,  to  harmonize  trade  policy  with  the  changed  balance  of 
payments  position.  But,  as  we  shall  see,  those  who  were  charged 
with  the  conduct  of  relations  between  the  State  Department  and 
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Congress  were  never  bold  enough  to  attempt  this  difficult  task.  Per- 
haps it  was  an  impossible  task :  we  shall  never  know  with  certainty. 
But  an  essential  first  step  would  have  been  to  explain  to  the  Ameri- 
can public  the  changed  economic  position  of  the  United  Kingdom 
with  all  its  implications.  It  seems  strange  in  restrospect,  that  a 
preliminary  step  so  obviously  necessary  to  a  reasonable  postwar 
policy  in  finance  as  well  as  trade  should  have  been  completely  omitted, 
and  that  to  this  day  the  American  public,  not  wholly  through  its 
own  fault,  has  only  the  vaguest  ideas  of  the  sources  of  Britain's  post- 
war troubles  and  has  often  been  deceived  by  the  propaganda  of  the 
press  and  other  interests  which  misrepresented  the  work  of  the 
British  Labor  Government  as  unfailingly  as  they  misrepresented 
President  Roosevelt's  great  reforms  in  the  1930's. 

However,  the  Ambassador  was  never  disposed  to  throw  away  the 
half  loaf  because  he  could  not  obtain  the  whole.  During  the  summer 
of  1943  he  discussed  with  me  the  chances  of  negotiating  a  new 
reciprocal  trade  agreement  with  Great  Britain.  Some  of  the  British 
Dominions,  particularly  Australia,  desired  a  new  agreement  with 
the  United  States  in  which  they  hoped  to  obtain  concessions  on  wool 
duties.  But,  since  any  comprehensive  agreement  between  a  member 
of  the  Commonwealth  and  the  United  States  would  affect  prefer- 
ences which  had  been  agreed  on  within  the  Commonwealth,  the  most 
suitable  procedure  seemed  to  be  to  start  negotiations  simultaneously 
between  the  United  States  and  the  members  of  the  Commonwealth. 
This  was  desired  by  Australia  and  Canada,  and  the  question  was 
discussed  in  London  at  a  private  meeting  of  economic  representatives 
of  the  Commonwealth  countries  in  the  early  summer. 

The  position  of  the  United  Kingdom  did  not  coincide  with  that 
of  the  Dominions  or  of  the  United  States.  Since  1941  Whitehall 
had  said  that  negotiations  on  postwar  tariffs  on  particular  com- 
modities would  be  remote  and  unrealistic.  In  their  view  the  proper 
approach  to  postwar  commercial  policy  was  to  start  with  informal 
discussions  between  experts  and  in  successive  stages  to  lay  the  ground 
for  a  bold,  far-reaching  multilateral  act  to  slash  prewar  barriers 
deeply  by  a  given  percentage  and  open  the  way  for  a  large  expansion 
of  international  trade.  The  details  of  their  plan  were  explained  to 
the  Dominions  officials.  The  plan  called  for  a  sharp  reduction  in 
tariff  barriers  by  a  percentage  to  be  agreed  on,  a  ceiling  on  tariffs 
for  the  future,  and  a  severe  curb  on  limitation  of  imports  by  physical 
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quotas.  The  right  was  to  be  reserved,  however,  to  maintain  such 
limitations  as  were  necessary  to  safeguard  the  balance  of  payments 
in  the  emergency  period,  the  duration  of  which  could  be  shortened 
if  a  suitable  international  monetary  plan  were  adopted.  It  acknowl- 
edged that  after  the  war  state  trading  would  be  of  sufficient  im- 
portance to  require  the  adoption  of  principles  to  govern  its  conduct 
and  safeguard  it  from  being  used  as  a  discriminatory  weapon  to 
serve  political  ends,  and  it  discussed  the  problem  of  formulating  such 
principles.  It  provided  for  the  establishment  of  a  permanent  interna- 
tional trade  body  composed  of  members  who  accepted  its  principles 
and  took  the  necessary  initial  steps  to  cut  down  trade  barriers.  Thus 
it  covered  most  of  the  main  points  of  what  was  to  become,  about 
five  years  later,  subject  to  ratification,  the  International  Trade  Char- 
ter. 

As  to  reciprocal  trade  pacts,  the  British  stated  unequivocally  that, 
although  they  would  welcome  such  pacts  after  the  general  interna- 
tional trade  issues  had  been  dealt  with  on  comprehensive  lines,  they 
would  not  consider  them  as  constituting  in  themselves  a  fulfilment 
of  the  commercial  policy  obligations  arising  under  Article  VII  of 
the  Mutual  Aid  agreement.  In  my  conversations  in  Whitehall  I  had 
noted  additional  reasons  why  the  U.K.  was  less  attracted  than  some 
of  the  Dominions  were  by  the  idea  of  a  new  trade  pact  with  the  U.S. 
as  a  first  step  to  reduce  trade  barriers.  Australia  stood  to  gain  directly 
by  U.S.  concessions  on  wool,  which  were  conditions  of  any  trade 
agreement  between  the  two  countries.  Canada  also  stood  to  gain  con- 
siderably by  U.S.  concessions.  But  the  U.K.  did  not  look  directly 
to  the  United  States  market  as  a  leading  field  for  expansion  of  its 
exports  in  the  postwar  period.  It  did  not  underestimate  the  importance 
of  a  reduction  in  the  U.S.  tariff  as  a  prerequisite  for  unshackling 
international  trade.  But  to  Britain  the  value  of  such  a  reduction  was 
considered  at  that  time  to  be  largely  indirect,  opening  the  way  for 
more  exports  to  the  U.S.  from  countries  which  would  constitute 
good  markets  for  U.K.  exports — the  Latin  American  countries 
among  others.  Consequently  a  series  of  trade  pacts  between  the 
Dominions  and  the  U.S.,  each  involving  concessions  by  the  U.K. 
on  preferences,  would  not  aid  Britain  nearly  as  much  as  it  aided  the 
U.S.  and  the  Dominions.  What  Britain  needed  most  was  a  general 
opening  of  world  markets,  particularly  in  the  industrially  younger 
countries. 
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Ambassador  Winant  was  attracted  by  the  British  postwar  inter- 
national trade  plan.  He  believed,  however,  that  the  British  and 
American  approaches  were  compatible,  the  one  supplementing  the 
other.  To  the  end  of  his  life  he  was  a  strong  and  active  supporter 
of  the  trade  policies  of  Secretary  Hull  and  his  aides,  and  on  this 
occasion  he  hoped  that  their  desire  to  use  their  powers  within  the 
time  limits  could  be  fulfilled.  He  therefore  raised  the  matter  with 
Mr.  Eden,  who  was  always  anxious  to  advance  U.S. -U.K.  coopera- 
tion in  postwar  as  well  as  war  matters.  Mr.  Eden  suggested  that 
an  arrangement  should  be  made  for  me  to  take  up  the  matter  in 
technical  detail  with  Mr.  Law,  the  Minister  of  State,  and  Dr.  Hugh 
Dalton,  President  of  the  Board  of  Trade.  This  was  done  and  I  put 
forward  all  available  arguments  for  starting  negotiations  on  new 
trade  agreements  promptly  and  without  prejudice  to  the  U.K.'s  own 
trade  proposals,  including  the  point  that  if  existing  powers  to  reduce 
U.S.  tariffs  went  unused  until  they  lapsed  it  might  be  more  difficult 
than  it  would  otherwise  be  to  persuade  Congress  to  grant  additional 
powers  that  might  be  needed  to  give  effect  to  U.K.  trade  proposals. 

But,  for  the  reasons  already  outlined,  Whitehall  had  made  up  its 
mind,  and,  as  I  was  already  aware,  had  reached  agreement  with  the 
Dominions  to  raise  its  own  comprehensive  trade  plans  before  enter- 
ing into  trade  negotiations  with  individual  countries.  Fortunately, 
the  standstill  in  Washington  on  postwar  discussions  had  been  broken 
by  the  time  of  the  Hot  Springs  Conference,  and  agreement  in  princi- 
ple was  reached  soon  thereafter  to  begin  informal  talks  on  ways  to 
give  effect  to  Article  VII. 

In  the  late  summer  and  early  autumn  of  1943  the  long-postponed 
informal  talks  on  Article  VII  matters  took  place  in  Washington 
after  a  delay  of  eighteen  months  since  they  had  first  been  proposed 
by  Ambassador  Winant.  As  we  have  seen,  discussions  had  already 
been  held  and  papers  exchanged  on  the  international  monetary  plans. 
The  conversations  on  that  subject  therefore  started  from  an  ad- 
vanced position  and  were  carried  much  further  than  those  on  other 
aspects  of  Article  VII.  The  conversations  on  trade  and  raw  material 
policy,  on  the  other  hand,  were  the  first  of  their  kind  and  broke  new 
ground.  No  commitments  were  made,  but  the  ideas  of,  and  the  docu- 
ments produced  by,  each  group  were  disclosed  to  the  others  and  in- 
formally expounded  and  criticized.  The  principal  authors  of  the 
proposed  plans  became  acquainted  with  each  other  and  excellent 
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personal  relations  were  established  between  them.  The  British  plan 
for  an  international  trade  organization  linking  countries  that  would 
agree  to  reduce  trade  barriers,  already  explained  to  the  Dominions, 
impressed  Washington  officials,  who  began  energetically  to  study  it 
in  detail.  Differences  in  approach  and  emphasis  had  appeared  within 
each  group  and  as  yet  there  were  no  sharp  cleavages  on  national 
lines. 

In  resumed  personal  discussions  in  Whitehall  I  kept  in  touch  with 
the  further  development  in  British  views  on  trade  policy  during  the 
remainder  of  the  year.  When  the  British  group  returned  to  London 
and  there  was  time  for  stocktaking  I  found  that  they  had  been  well 
impressed  with  the  Washington  officials,  notably  with  Mr.  Hawkins, 
and  that  those  of  them  who  had  not  previously  been  in  Washington 
and  who  had  hitherto  feared  a  repetition  of  the  American  with- 
drawal from  European  affairs  after  the  First  World  War  were 
reassured  and  convinced  that  Washington  would  not  return  to  a 
policy  of  isolation. 

In  1943,  besides  the  Anglo-American  discussions  in  the  autumn, 
there  were  discussions  on  trade  policy  between  the  United  Kingdom 
and  the  Dominions  and  between  the  United  States  and  Canada.  If 
an  attempt  were  made  to  describe  the  course  of  all  these  conversa- 
tions much  repetition  would  be  unavoidable.  It  will  be  more  con- 
venient, therefore,  to  analyze  briefly  the  position  reached  by  the  end 
of  1943.  This  will  be  all  the  more  appropriate  as  a  breaking  point 
in  the  discussion  because  of  an  unexpected  delay  in  the  resumption 
of  the  discussions  in  1944. 

By  the  end  of  1943  there  were  encouraging  signs  that  officials  in 
both  capitals  were  making  great  efforts  to  solve  the  most  important 
problems  of  trade  policy,  particularly  the  form  of  attack  on  tariffs 
and  other  trade  barriers,  and  the  type  of  provision  for  continuous 
international  attention  to  trade  questions.  Careful  analysis  was  being 
made  in  London  and  Washington  of  all  the  administrative  and  po- 
litical questions  that  would  have  to  be  solved  if  the  sweeping  ap- 
proach to  trade  barriers  which  the  British  were  proposing  informally 
was  to  be  adopted.  A  deep  cut  in  tariffs  i 'across  the  board"  would 
raise  many  administrative  difficulties.  Some  existing  duties,  com- 
monly described  as  "ad  valorem,"  were  computed  as  percentages  of 
the  value  of  the  product,  and  others,  commonly  described  as 
"specific,"  as  fixed  sums  per  unit  of  product  regardless  of  price.  The 
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first  varied  with  variations  in  prices  while  the  second  remained  con- 
stant. If  a  uniform  cut  were  to  be  made  in  tariffs  a  criterion  of 
equivalence  between  these  types  of  duties  would  have  to  be  agreed  on. 
Presumably  a  general  tariff  cut  would  be  expressed  as  a  percentage 
reduction  of  the  ad  valorem  duties  and  as  a  corresponding  reduction 
in  specific  duties,  to  be  worked  out  after  calculating  their  ad  valorem 
equivalents. 

The  chief  "technical"  difficulty  in  applying  any  general  formula 
for  the  reduction  of  tariffs  and  any  criterion  for  determining  the  ad 
valorem  equivalents  of  specific  tariffs  is  that  more  than  one  method 
is  followed  in  valuing  the  articles  on  which  duties  are  charged.  In 
some  cases  duties  are  based  on  the  value  of  the  article  in  the  country 
of  origin,  in  others  on  the  "landed  value"  in  the  receiving  country. 
Within  each  category  there  are  differences  in  detail  and  in  the  effi- 
ciency of  administration.  It  should  be  the  function  of  an  interna- 
tional trade  organization  to  obtain  greater  uniformity  in  valuation, 
but  this  takes  time  in  countries  with  weak  administrative  machinery. 

These  difficulties  were  not  new.  They  had  beset  the  League  of 
Nations  in  its  efforts  during  the  interwar  period  to  reduce  trade 
barriers  by  international  agreement.  But  there  were  ways  in  which, 
with  reasonable  give  and  take,  they  might  be  surmounted :  for  ex- 
ample, a  conversion  rate  might  be  agreed  on  to  cover  the  difference 
between  value  abroad  and  value  in  the  importing  country. 

Beyond  the  "technical"  questions  were  differences  in  principle, 
raising  important  political  questions  that  would  have  to  be  decided 
sooner  or  later  by  the  heads  of  states.  A  number  of  formulas  for 
tariff  reductions  had  been  drawn  up  experimentally  by  civil  servants 
from  1942  onwards,  and  each  of  them  was  based,  either  explicitly 
or  implicitly,  on  different  assumptions  regarding  the  contributions 
to  be  made  by  different  countries  whose  trade  barriers  were  at  dif- 
ferent heights.  For  example,  a  formula  merely  providing  for  a  uni- 
form proportionate  reduction  in  tariffs  is  based  on  the  principle 
that  high-tariff  and  low-tariff  countries  should  make  the  same  pro- 
portionate reductions.  Sinners  and  saints  would  be  treated  alike. 
On  the  other  hand,  a  formula  providing  for  a  proportionate  reduc- 
tion to,  but  not  beyond,  a  stated  level  is  based  on  the  principle  that 
high-tariff  countries  should  make  a  greater  proportionate  reduction 
than  low-tariff  countries.  Virtue  would  bring  some  reward.  By  an 
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extension  of  the  same  principle  an  upper  limit  could  be  fixed  for  all 
duties. 

But  two  other  types  of  approach  were  based  on  a  markedly  dif- 
ferent principle.  First,  there  was  the  approach  in  which  a  general 
agreement  would  be  reached  by  a  number  of  countries  to  negotiate 
with  one  another  in  pairs  with  a  view  to  reciprocal  tariff  reductions, 
as  under  Secretary  Hull's  program.  This  is  commonly  described  as 
"selective"  tariff  reduction.  Some  products  are  not  affected  at  all 
and  the  negotiations  aim  at  a  balance  between  the  total  concessions 
on  each  side.  This  aim  is  not  easy  to  achieve.  At  the  outset  each 
side  argues  that  the  other  is  giving  too  little  and  asking  too  much; 
in  the  end  a  compromise  is  reached.  But  by  its  very  nature  this  ap- 
proach tends  to  like  treatment  of  both  high-  and  low-tariff  countries. 
An  attempt  was  made  to  meet  this  difficulty  by  allowing  an  under- 
taking not  to  raise  a  low  duty  to  be  treated  as  equivalent  to  an  un- 
dertaking to  reduce  a  high  duty.  Second,  there  is  the  approach  which 
attempts  to  apply  "selective"  tariff  reduction  following  a  single 
multilateral  negotiation  instead  of  a  multitude  of  bilateral  negotia- 
tions. Under  this  scheme  it  would  be  agreed  to  reduce  by  a  stated 
percentage  the  ad  valorem  equivalent  of  the  total  tariff  duties  of  each 
country,  taking  as  a  basis  the  import  values  in  some  past  year.2  This 
would  leave  each  country  the  choice  of  the  products  on  which  duties 
would  be  lowered.  In  this  form  it  would  treat  high-tariff  countries 
and  low-tariff  countries  alike,  but  a  differentiation  might  be  made 
by  excluding  duties  below  a  given  level. 

It  is  easy  to  point  to  administrative  difficulties  and  to  inadequacies 
in  the  application  of  any  of  these  methods  of  reducing  trade  barriers. 
So  effective,  indeed,  has  been  the  work  of  the  armies  of  officials 
throughout  the  world  engaged  for  several  centuries  in  hindering  or 
blocking  the  flow  of  goods,  and  so  entrenched  are  the  interests  that 
have  grown  up  around  the  restrictions,  that  the  task  of  even  mildly 
reducing  them  is  an  extraordinarily  complicated  one.  The  greatest 
difficulty  is  the  apparent  political  necessity  of  demonstrating  in  every 
country  that  that  country  has  not  given  away  more  than  it  has  re- 
ceived in  concessions.  To  devise  a  formula  for  a  general  reduction 
in  tariffs  that  will  satisfy  every  country  on  this  point  is  extra- 
ordinarily difficult.  The  statesmanlike  attitude  would  be  not  to  seek 

2  During  the  war  most  plans  of  this  sort  suggested  the  last  prewar  year  as  the 
base  year. 
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attainment  of  such  a  fine  and  detailed  balance,  but  to  recognize  above 
all  that  the  benefits  of  a  general  simultaneous  reduction  of  barriers 
would  be  likely  to  outweigh  by  far  for  each  country  any  small  dif- 
ferences between  the  immediate  effects  of  the  application  of  the 
formula  of  reduction  to  the  different  countries  concerned. 

The  end  of  1943  came  with  the  experts  of  the  U.S.,  and  U.K.,  and 
Canada  still  wrestling  with  the  merits  and  defects  of  various  formulas 
for  the  reduction  of  trade  barriers.  The  British  and  Canadian  of- 
ficials were  still  insisting  on  the  inadequacy  of  a  mere  agreement  to 
negotiate  bilateral  pacts  and  on  the  necessity  of  making  a  sweeping 
multilateral  reduction  in  a  single  act;  the  U.S.  officials  were  willing 
to  examine  every  possibility,  intellectually  attracted  by  the  U.K. 
approach  but  uncertain  and  noncommittal  about  its  political  prac- 
ticability in  the  U.S.  No  commitments  had  been  entered  into  on 
any  side,  but  the  experts  were  "thinking  together"  on  a  common  set 
of  propositions  and  were  striving  not  for  sectional  advantage  but 
for  the  solution  that  gave  the  best  prospect  of  a  large  reduction  in 
trade  barriers. 

The  limitation  of  imports  by  physical  quantities,  which  had  be- 
come one  of  the  chief  methods  of  restricting  international  trade  in 
the  immediate  prewar  years,  seems  to  have  aroused  general  con- 
demnation among  officials  of  all  the  countries  up  to  this  time.  It  had 
been  fully  recognized  in  London,  Washington,  and  Ottawa  that 
reductions  in  tariffs  could  easily  be  nullified  if  restrictions  on  physical 
quantities  imported  were  imposed  in  their  place.  Such  restrictions 
were  more  stifling  to  trade  than  duties  on  imports  which  could  often 
be  surmounted  by  enterprising  exporters  who  made  every  effort  to 
reduce  their  costs.  From  the  beginning  the  postwar  plans  included 
a  general  prohibition  of  limitation  by  physical  quantities  or  "quotas," 
except  insofar  as  such  limitation  might  be  necessary  to  give  effect 
to  agreed  allocations  of  scarce  products  in  the  early  postwar  period, 
or  to  give  effect  to  commodity  agreements  involving  export  "quotas," 
as  proposed  in  the  Draft  Wheat  Agreement  of  1942. 

In  1942  and  1943  my  work  in  London  on  inter- Allied  committees 
had  taught  me  that  the  types  of  economic  regimes  to  be  expected  in 
Europe  after  the  war  might  differ  from  those  which  existed  before 
it.  Public  ownership  and  operation  of  a  number  of  important  in- 
dustries previously  under  private  control  might  be  expected,  and 
a  movement  which  began  in  industry  could  not  be  excluded  per- 
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manently  from  trade.  A  code  of  international  trading  conduct  would 
therefore  have  to  take  state  trading  into  account.  The  difficulty  about 
state  trading  lay  in  the  possibility  that  it  might  be  used  to  dis- 
criminate between  countries — the  movement  of  goods  following 
political  rather  than  economic  channels.  The  criterion  of  price  could 
not  be  applied  with  the  same  assurance  to  a  totalitarian  country  like 
the  U.S.S.R.  as  to  other  countries,  especially  when  exchange  rates 
had  to  be  used.  In  democratic  types  of  socialist  economy,  prices 
and  costs  might  be  used  in  the  manner  envisaged  by  Professors 
Lange,  Taylor,  and  Meade,  as  the  main  guide  to  operations,  in  much 
the  same  way  as  in  capitalist  economies.  But  would  such  blueprints 
be  followed  in  the  postwar  world  ? 

Some  officials  in  London  and  more  in  Washington  deplored  all 
state  trading  in  peacetime  and  were  skeptical  of  the  practicability 
of  drawing  up  safeguards  against  discrimination  and  undue  protec- 
tionism in  state-trading  countries.  Others,  including  the  present 
writer,  conceived  of  the  economic  order  as  developing  fitfully  and 
with  many  setbacks  toward  greater  cooperation,  public  control,  and 
public  enterprise,  and  held  that  it  was  vain  to  expect  that  the  trading 
methods  of  the  past  would  continue  without  change,  and  that  it  would 
be  a  grave  error  for  the  United  States  to  give  an  appearance  of 
interfering  to  prevent  changes  in  the  internal  economic  order  of 
other  countries.  All  alike  agreed  that  we  should  have  to  learn  how 
to  live  with  a  certain  amount  of  state  trading  in  the  postwar  world 
and  must  therefore  work  out  principles  to  guide  its  conduct  and  invite 
countries  to  accept  these  principles  as  part  of  the  code  of  future  in- 
ternational trading. 

Of  the  two  dangers  in  state  trading  the  first — that  of  opportunities 
for  political  discrimination — would  be  met  by  an  undertaking  to 
follow  commercial  considerations  in  making  purchases  abroad.  Ac- 
tually this  danger  is  probably  greater  on  paper  than  in  practice.  A 
scrutiny  of  the  trading  operations  of  the  U.S.S.R.  in  the  interwar 
period  showed  little  or  no  evidence  that  commercial  motives  were 
subordinated  to  political  motives.  Economic  self-interest  will  gen- 
erally lead  a  state-trading  country  to  use  its  limited  foreign  funds 
and  gold  to  the  best  advantage.  In  such  a  country  the  alternative  uses 
of  exchange  resources  will  be  examined  as  a  whole  by  those  who 
determine  what  goods  shall  be  bought  and  where  they  shall  be  bought. 
In  countries  where  all  trade  is  carried  on  by  private  buyers  and 
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sellers  there  is  no  such  central  examination  of  the  uses  to  be  made 
of  foreign  funds  and  it  is  only  in  retrospect  that  these  uses  are  known. 
The  second  danger — that  of  excessive  protection — is  indeed  difficult 
to  remove  except  in  the  kinds  of  socialist  states  in  which  available 
criteria  of  prices  and  costs  would  be  not  very  dissimilar  to  those  in 
capitalist  states. 

No  important  change  regarding  trade  discriminations  occurred 
up  to  the  end  of  the  year.  The  question  how  much  reduction  of  trade 
barriers  should  be  considered  as  an  offset  to  the  abolition  of  dis- 
criminations remained  open.  Since  there  was  widespread  skepticism 
as  to  the  willingness,  not  of  the  administration  but  of  Congress,  to 
agree  to  a  very  large  cut  in  the  United  States  tariff,  the  more  sig- 
nificant question  was  how  much  reduction  in  preferences  should 
accompany  a  given  reduction  in  tariffs.  The  text  of  Article  VII  threw 
no  clear  light  on  this  question.  It  has  always  seemed  to  me  reasonable 
to  interpret  Article  VII  as  carrying  an  obligation  to  make  a  greater 
proportionate  reduction  in  discriminations  than  in  tariffs,  since  the 
ultimate  aim  was  abolition  of  discriminations  and  reduction  of 
tariffs.  But  I  am  not  certain  whether  the  U.K.  representatives  were 
ready  to  accept  this  as  a  principle,  even  though  they  would  have 
been  ready  to  accept  it  in  practice  if  a  very  large  and  comprehensive 
reduction  in  tariffs  had  been  offered. 

However,  in  1943  it  was  impracticable  to  form  any  decisive  views 
on  the  question  how  to  deal  with  discriminations.  There  was  no 
assurance  and  scarcely  any  likelihood  that  Congress  would  agree  to 
reduce  tariffs  far  enough  to  invoke  the  obligation  to  abolish  dis- 
criminations. Nor  as  yet  could  any  decision  be  made  on  the  method 
of  tariff  reduction — whether  by  bilateral  negotiation  or  by  multi- 
lateral act,  whether  on  selected  commodities  only  or  on  all  com- 
modities. To  my  mind — though  there  were  some  in  Washington  who 
thought  otherwise — there  was  never  at  any  time  even  a  remote 
chance  that  preferences  would  be  abolished  in  return  merely  for  a 
group  of  bilateral  agreements  to  reduce  tariffs  on  selected  com- 
modities. But  the  main  point  is  that,  although  in  a  formal  sense 
the  obligations  in  respect  to  tariffs  and  preferences  were  reciprocal, 
in  reality  the  fate  of  preferences  depended  on  the  fate  of  tariffs,  not 
the  fate  of  tariffs  on  the  fate  of  preferences.  There  was  little  doubt 
that  the  U.K.  would  have  abolished  preferences  in  return  for  a  very 
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large  all-round  cut  in  tariffs,  not  merely  by  the  U.S.,  but  also  by  the 
other  chief  trading  countries.  Such  a  solution  would  have  been  highly 
beneficial  to  Britain.  But  if  this  solution  was  impracticable  the  next 
question  was,  by  how  much  would  the  high-tariff  countries  reduce 
trade  barriers  ?  The  key  always  lay  with  tariff  concessions. 


CHAPTER   VI 

Drafting  Proposals 

on  International  Trade 


t; 


Ihe  Anglo-American  discussions  on  postwar  trade 
policy,  which  had  been  delayed  by  political  diffi- 
culties in  Washington  in  1942,  were  delayed  by  political  difficulties 
in  London  in  1944.  Within  the  coalition  cabinet  there  were  sharp 
differences,  not  only  over  imperial  preferences  but  also,  and  even 
more,  over  the  suggestion,  which  appeared  in  the  records  of  the 
informal  talks  in  Washington  in  the  autumn  of  1943,  that  restriction 
of  imports  by  physical  quantities  should  be  prohibited  except  as  a 
temporary  device  to  meet  deficits  in  the  balance  of  payments.  The 
Minister  of  Agriculture,  supported  by  a  few  other  ministers,  op- 
posed this  suggestion  in  principle  and  demanded  that  the  way  be  left 
open  to  restrict  imports  of  agricultural  products  by  physical  quanti- 
ties. The  struggle  among  ministers  was  long  and  strenuous.  The 
leading  civil  servants  vigorously  pressed,  but  for  nine  months  pressed 
in  vain,  for  permission  to  resume  the  informal  talks  which  had  taken 
place  in  Washington  in  the  autumn  of  1943.  Mr.  Eden,  Mr.  Law, 
Dr.  Hugh  Dalton,  and  Sir  John  Anderson  agreed  with  the  civil 
servants  but  could  not  for  some  time  overcome  the  opposition  from 
agriculture,  led  by  R.  S.  Hudson,  and  from  supporters  of  imperial 
preferences,  led  by  Leopold  Amery.  Constructive  work  on  trade 
policy  was  halted  for  some  months,  and  it  was  not  until  adoption 
of  new  provisions  for  dealing  with  agriculture,  to  be  described  later, 
that  the  deadlock  was  broken. 

From  early  1945,  and  in  a  much  more  concentrated  way  during 
the  early  summer  of  1945,  informal  talks  took  place  in  Whitehall 
between  a  small  number  of  leading  British  officials  and  United  States 
officials  from  the  U.S.  Embassy.  The  British  officials  were  led  by 
Sir  Percival  Leisching,  a  distinguished  civil  servant  who  had  been 
drawn  from  the  Colonial  Office  to  the  Board  of  Trade  by  Dr.  Hugh 
Dalton  to  head  the  preparations  for  postwar  planning  on  trade  policy. 
With  him  in  the  discussions  were  Sir  Wilfred  Eady,  leading  Treas- 


INTERNATIONAL   TRADE  105 

ury  official,  Professor  Lionel  Robbins  of  the  War  Cabinet  secretariat, 
G.  Shackle,  an  expert  on  trade  negotiations,  and  a  few  others  who 
attended  intermittently  to  deal  with  special  subjects  on  which  they 
had  expert  knowledge.  It  would  have  been  difficult  to  find  a  more 
capable  group  than  the  British  officials  who  took  part  in  these  dis- 
cussions. On  the  United  States  side  Harry  Hawkins  was  assisted 
by  the  present  writer  and  later  also  by  William  Fowler,  an  expert 
of  long  experience  on  trade  negotiations  who  joined  the  Embassy 
in  1945,  and  on  agricultural  matters  by  Lloyd  Steere,  agricultural 
attache  of  the  embassy,  who  was  thoroughly  experienced  in  inter- 
national negotiations.  Mr.  Hawkins  had  been  the  right-hand  man 
of  Cordell  Hull  in  the  administration  of  the  Reciprocal  Trade  Agree- 
ments Act,  and  the  chairman  of  the  interdepartmental  committee  on 
trade  matters.  He  was  therefore  thoroughly  acquainted  with  the 
views  of  Washington,  and  he  had  the  confidence  of  those  who  would 
make  the  decisions  on  trade  policy.  He  was  singularly  free  from 
prejudice,  and  in  negotiation  was  always  unruffled.  His  modesty  and 
freedom  from  vulgar  ambition  combined  with  his  grasp  of  both 
principles  and  details  to  earn  for  him  general  respect  both  in  his  own 
country  and  abroad. 

The  object  of  the  meetings  was  to  find  how  far  Washington  and 
London  were  agreed  on  the  main  lines  of  postwar  commercial  policy ; 
to  work  out  tentatively  a  procedure  for  subsequent  discussions  with 
other  countries;  and  to  draft  a  statement  of  general  principles  to 
which  the  U.S.  and  the  U.K.  could  subscribe  and  which  might  be 
used  as  the  basis  for  discussion  at  an  international  conference. 

It  is  not  necessary  to  describe  the  discussions  in  detail  in  this  study, 
since  their  outcome,  after  a  further  discussion  in  Washington  at  the 
time  of  the  negotiations  on  the  British  loan  in  September  1945,  which 
did  little  to  alter  the  position  reached  in  London,  was  embodied  in 
the  document  published  under  the  title  Proposals  for  an  Expansion 
of  World  Trade  and  Employment.  However,  a  number  of  proposals 
in  the  discussions  in  London  which  were  not  included  in  the  docu- 
ment drafted  later  should  be  recorded  because  of  their  intrinsic  eco- 
nomic importance. 

Of  these  the  most  important  was  the  British  proposal  that  tariffs 
should  be  reduced  by  a  given  percentage  on  all  commodities  subject 
to  protective  duties.  As  we  have  seen,  this  proposal  was  first  made 
in  the  discussions  in  Washington  in  the  autumn  of  1943.  It  was 
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renewed  vigorously  in  the  informal  talks  in  1945  and  was  regarded  by 
British  civil  servants  as  the  core  of  the  entire  postwar  trade  policy 
planning.  It  was  and  still  is  my  conviction  that  this  was  a  more  effec- 
tive method  of  reducing  trade  barriers  than  the  method  provided  in 
the  Reciprocal  Trade  Agreements  Act.  It  could  be  put  into  effect 
at  a  single  international  meeting,  while  hundreds  of  meetings  would 
be  necessary  to  work  out  bilateral  trade  pacts  among  the  United 
Nations.  It  would  cut  impartially  into  all  tariffs  and  not  merely  into 
those  judged  to  be  of  secondary  importance  by  the  country  making 
the  reduction.1  Whitehall  also  laid  great  stress  on  its  psychological 
value  as  a  dramatic  proof  to  the  world  of  serious  intention  to  cut 
down  obstacles  to  trade.  In  1945  the  British  negotiators  pressed 
the  advantages  of  such  an  approach  even  more  vigorously  than  they 
had  done  in  1943.  They  considered  that  the  success  of  the  whole 
venture  depended  on  its  adoption  and  were  more  emphatic  than 
ever  on  the  inadequacy  of  the  machinery  of  bilateral  trade  pacts 
to  give  effect  to  the  obligations  in  Article  VII  of  the  Lend-Lease 
agreement. 

The  attitude  on  the  side  of  the  United  States  was  still  mixed.  My 
impression  is  that  most  of  the  leading  U.S.  officials  concerned  with 
trade  questions  believed  that  a  percentage  reduction  of  all  tariffs 
was  a  sounder  and  simpler  method  of  reducing  postwar  tariffs  than 
the  method  followed  in  the  reciprocal  trade  agreements.  There  were 
indeed  a  number  of  difficulties  of  application,  but  they  were  not 
insuperable  and  it  seems  fair  to  say  that  if  the  decision  could  have 
been  based  on  economic  effects  alone  Washington  and  Whitehall 
would  have  been  in  substantial  agreement  on  the  subject. 

The  chief  economic  difficulty  of  reducing  all  tariffs  by  a  fixed 
proportion  was  that  countries  with  high  tariffs  would  be  treated 
more  leniently  than  countries  with  low  tariffs.  However,  as  we  saw 
in  the  preceding  chapter,  this  difficulty  could  be  partly  overcome 
by  exempting  tariffs  below  a  given  rate  or  reducing  them  by  a  smaller 
proportion  than  that  by  which  higher  tariffs  were  reduced.  Other 
refinements  could  be  introduced.  Of  course  perfect  equity  is  unattain- 
able and  the  closer  the  approach  to  it  the  more  complicated  the 
formula  for  reduction  becomes :  somewhere  simplicity  and  admin- 

1  Of  course  reciprocal  trade  pacts  cut  into  tariffs  on  some  commodities  of 
first  importance  but  they  leave  the  way  open  for  sheltering  others. 
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istrative    practicability    must    be    preferred    to    further    refinement. 

The  outcome  of  the  discussion  on  this  question  was  determined, 
not  by  economic  reasoning,  nor  on  grounds  of  equity  but  by  what 
the  Assistant  Secretaries  in  the  State  Department  believed  it  pos- 
sible to  pass  through  Congress.  Here  again  the  administration  spokes- 
men had  committed  themselves,  in  the  hearings  on  the  renewal  of 
the  powers  to  negotiate  reciprocal  tariff  reduction,  to  the  principle 
of  reciprocity  and  to  the  principle  that  each  country  should  be  left 
free  to  select  the  goods  on  which  it  was  willing  to  reduce  tariffs. 
They  did  not  believe  that  Congress  could  be  induced  to  go  beyond 
the  limits  set  by  the  Reciprocal  Trade  Agreements  Act.  In  retrospect 
the  validity  of  their  judgment  on  this  matter  is  doubtful,  and  in  any 
case  it  seemed  to  some  of  us  at  the  time  that  the  attempt  ought  to 
have  been  made  even  if  it  failed. 

The  final  rejection  in  Washington  of  any  attempt  at  a  bold 
handling  of  tariff  reduction  by  a  single  stroke  was  a  great  disappoint- 
ment to  Whitehall.  A  leading  official  told  Mr.  Hawkins  and  me  that 
the  abandonment  of  this  approach  would  end  all  his  hopes  of  achieve- 
ment. What  was  needed,  he  added,  was  a  simple,  vigorous,  and  chal- 
lenging approach  to  the  whole  attitude  towards  trade  that  had  grown 
up  in  the  preceding  twenty  or  thirty  years.  Without  this  he  believed 
that  the  British  would  go  into  any  other  approach  with  no  heart  and 
without  expectation  that  much  would  come  out  of  it. 

However,  British  officials  had  been  obliged  since  1943  to  modify 
their  position  on  the  uniform  proportionate  tariff  reduction  to  meet 
strong  pressure  from  the  Ministry  of  Agriculture.  Tariffs  on  food 
imports  were  to  be  exempted  from  this  method  of  reduction  and 
to  be  subject  to  an  entirely  different  approach,  which  may  be  sum- 
marized briefly  and  crudely  as  follows.  First,  no  protective  measures 
of  any  kind  should  be  used  which  would  raise  the  price  of  food  to 
domestic  consumers  by  more  than  a  certain  percentage  above  the 
world  prices.  Second,  if  domestic  production  of  any  group  of  foods 
increased  by  more  than  a  certain  percentage  of  the  average  level  in 
some  past  period,2  the  protection  or  direct  payments  to  producers 
would  have  to  be  reduced.  The  significance  of  these  proposals  de- 
pended largely  on  the  values  to  be  given  to  the  percentages.  British 
officials  held  that  these  values  should  be  negotiated  at  an  interna- 
tional conference,  and  they  proposed  no  figures  to  us.  However,  there 

2  This  past  period  at  the  outset  was  to  cover  a  few  immediate  prewar  years. 
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is  little  reason  to  believe  that  they  wished  to  set  the  domestic  produc- 
tion of  protected  foods  far  above  the  prewar  level.  Even  agricultural- 
ists were  well  aware  that  after  the  period  of  scarcity  had  passed  the 
domestic  production  of  wheat,  for  example,  would  have  to  decline 
considerably.  A  leading  official  hinted  to  me  that  the  proportion 
of  prewar  production  to  be  permitted  before  protection  was  reduced 
might  be  appreciably  less  than  unity.  Another  said  in  the  discussions 
that  both  of  the  percentages  in  question  should  be  attractive  to 
primary  producers  overseas,  including  the  Dominions.  However,  the 
question  lost  much  of  its  importance  when  the  proposal  to  reduce 
all  non-food  tariffs  by  a  given  proportion  was  rejected.  Under  the 
reciprocal  trade  agreements  procedure  each  country  chooses  for  it- 
self the  commodities  on  which  it  is  willing  to  reduce  tariffs. 

Nevertheless,  the  discussions  on  agricultural  protection  were  use- 
ful in  bringing  out  the  special  claims  of  agriculture  in  both  coun- 
tries. In  both  Whitehall  and  Washington  there  were  differences  of 
opinion  between  the  departments  concerned  with  agricultural  prod- 
ucts and  those  concerned  with  other  products.  As  we  have  seen, 
these  differences  in  Whitehall  and  Westminster  had  been  one  of  the 
main  causes  of  delay  in  the  resumption  of  the  trade  talks.  But  in 
Washington,  also,  the  agriculturalists  demanded  special  treatment 
both  on  imports  and  on  exports.  The  policy  of  restricting  the  amount 
produced  at  home,  or  the  amount  of  domestic  production  placed  on 
the  home  market,  to  maintain  agricultural  prices  at  levels  propor- 
tionate to  non-agricultural  prices  had  led  to  a  demand  for  curtail- 
ment of  imports  into  the  United  States,  and  to  attempts  to  dump 
surpluses  abroad  with  the  aid  of  subsidies.  We  were  conscious  of 
inconsistency  when  we  argued  against  the  prohibition  of  export 
subsidies :  if  there  is  one  thing  on  which  writers,  and  particularly 
American  writers,  on  trade  policy  have  agreed  it  is  that  dumping 
goods  abroad  is  a  form  of  economic  warfare  which  provokes  import 
restrictions. 

However,  the  subject  of  dumping  or  export  subsidies  had  become 
far  more  complicated  than  it  had  been  before  the  Great  Depression. 
We  found  it  impossible  to  separate  it  entirely  from  the  question  of 
subsidies  on  domestic  production.  Agricultural  spokesmen  in  Wash- 
ington asked  why  it  should  be  considered  a  crime  to  subsidize  ex- 
ports if  the  importing  countries  demanded  the  right  to  exclude  im- 
ports indirectly  by  subsidizing  domestic  production.  But,  as  we  have 
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seen,  the  spokesmen  for  the  whole  British  group,  and  not  merely  for 
agriculture,  held  that  restriction  of  the  right  to  subsidize  domestic 
production  would  close  the  least  harmful  method  of  protecting  infant 
industries  in  the  underdeveloped  countries  and  would  increase  the 
pressure  from  such  countries  to  be  exempted  from  tariff  reductions 
and  from  the  removal  of  arbitrary  limits  to  the  quantity  of  goods 
imported.  In  the  first  attempt  to  reach  a  compromise  between  these 
divergent  views,  it  was  proposed  that  after  a  transition  period  there 
should  be  no  export  subsidies  except  on  commodities  declared  by 
the  International  Trade  Organization  to  be  "in  world  surplus."  This 
was  elaborated  in  the  final  Proposals  for  Expansion  of  World  Trade 
and  Employment:  before  resorting  to  export  subsidies  members 
were  to  try  to  find  other  solutions  and  if  they  failed  were  to  adopt 
export  subsidies  only  to  regain  the  share  of  the  world  market  which 
they  had  in  a  former  period. 

When  finally  the  United  Kingdom  negotiators  reluctantly  gave  up 
hope  that  the  United  States  would  accept  the  proposal  to  reduce  all 
non-agricultural  tariffs  by  a  uniform  percentage  the  tariff  discussions 
turned  on  the  possibilities  of  finding  short  cuts  to  the  conclusion 
of  bilateral  trade  agreements.  The  idea  of  over  fifty  nations  attempt- 
ing in  a  short  time  to  negotiate  such  pacts  in  pairs  was  terrifying. 
Visiting  Lord  Keynes  one  day  at  the  Treasury,  I  found  him  attempt- 
ing to  calculate  the  number  of  separate  negotiations  and  meetings 
that  would  be  needed  to  do  this !  I  do  not  think  that  Whitehall  ever 
again  showed  the  zeal  for  tariff  reduction  which  it  had  shown  while 
hope  remained  for  a  comprehensive  and  fairly  simple  method  of 
reducing  tariffs  at  a  single  international  gathering.  It  was  only 
gradually  that  short  cuts  were  devised,  and  there  was  no  way  of 
avoiding  long-drawn-out  higgling  and  bargaining  over  a  multitude 
of  different  items.  Mr.  Hawkins  wisely  held  that  preliminary  meet- 
ings of  what  he  called  a  "nuclear  group"  of  countries  should  be  held 
at  one  spot  and  that  negotiations  between  pairs  of  them  should  be 
carried  on  simultaneously.  He  wished  to  limit  the  group  to  a  small 
number,  but  care  had  to  be  taken  in  the  choice  of  the  countries  to 
be  invited.  It  was  decided  that  at  least  fourteen  countries  must  be 
included.3 

As  we  have  seen,  the  so-called  quantitative  restrictions  had  become 
an  even  worse  hindrance  to  world  trade  in  some  areas  than  tariffs 

3  Later  this  was  increased  to  16  and  finally  to  23. 
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had  been  in  the  i93o's.  In  1945  all  the  members  of  the  U.S. -U.K. 
group,  except  perhaps  the  British  agriculturalists,  deplored  without 
qualification  the  stifling  effect  of  such  restrictions  and  readily  agreed 
that  they  should  be  removed  completely  as  soon  as  the  difficulties 
of  transition  had  passed.  Here  again  the  agriculturalists  in  Wash- 
ington as  well  as  in  Whitehall  were  unwilling  to  accept  provisions 
similar  to  those  proposed  for  non-agricultural  products.  In  the 
United  States  it  would  have  been  difficult  to  carry  out  measures  for 
restricting  the  domestic  production  of  farm  products  unless  imports 
of  the  products  were  restricted  simultaneously.  In  the  United  King- 
dom marketing  schemes  to  maintain  the  prices  of  some  of  the  more 
perishable  foods  might  be  upset  if  imports  from  neighboring  coun- 
tries were  freely  admitted  or  were  restricted  only  by  moderate  tariffs. 
An  exception  had  to  be  drafted  permitting  "quantitative"  limitation, 
when,  but  only  as  far  as,  it  was  necessary  to  the  restriction  of  do- 
mestic supplies. 

At  these  early  discussions  the  difficulties  of  the  transition  period 
were  recognized  though  they  were  underestimated.  Since  they  af- 
fected particularly  the  willingness  and  even  the  ability  of  the  Euro- 
pean countries  to  abandon  quantitative  restrictions  on  imports  and 
that  of  the  overseas  exporting  countries  to  abandon  the  direction 
of  exports,  two  important  exceptions  were  made  to  the  general 
principle  that  such  restrictions  should  be  abandoned.  The  first  per- 
mitted the  import  and  export  restrictions  needed  to  carry  out  inter- 
national allocations  of  scarce  goods  during  the  period  of  postwar 
shortages  of  a  number  of  important  foods.  The  second  permitted 
restrictions  to  meet  adverse  balances  of  payments  in  the  immediate 
postwar  period  when  increased  exports  of  minerals  and  manu- 
factured goods  from  the  European  countries  depended  on  earlier 
increases  in  imports  of  food  and  raw  materials  from  overseas.  Thus 
the  nature  of  some  of  the  most  important  difficulties  of  the  transition 
was  recognized.  But  over-optimistic  ideas  on  the  magnitude  and 
duration  of  the  difficulties  were  held  on  both  sides  and  particularly 
on  that  of  the  United  States.  More  than  that,  the  great  difficulties 
of  restoring  a  world  multilateral  trading  network,  even  when  early 
postwar  scarcities  had  passed  away,  were  largely  overlooked.  The 
only  difficulty  that  was  appreciated  at  this  stage  was  that  resulting 
from  the  loss  of  Britain's  overseas  investments,  but  even  this  was 
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looked  at  too  exclusively  from  Britain's  point  of  view,  and  its  wide- 
spread effects  on  other  countries  received  less  attention. 

State  trading  was  discussed  in  the  informal  talks,  and  the  sub- 
stance of  the  section  ultimately  adopted  at  Havana  was  drafted. 
Some  opponents  of  the  trade  charter  have  accused  its  supporters  of 
opposing  state  trading  and  of  trying  to  establish  private  enterprise 
over  all  world  trade.  Such  charges  have  no  foundation.  Having 
been  present  at  most  of  the  early  discussions,  I  can  state  that  no 
one  who  took  part  in  them  tried  to  exclude  state  trading  or  believed 
that  it  would  be  possible  to  do  so.  There  were  those  who  preferred 
private  trading  but  they  were  not  so  politically  immature  as  to  be- 
lieve that  state  trading  would  disappear.  In  fact  everyone  concerned 
in  the  talks  sincerely  desired  to  leave  the  way  open  for  the  Soviet 
Union  to  join  the  proposed  international  trade  organization.  The 
general  principle  adopted  was  that  state-trading  organizations  should 
follow  commercial  criteria  in  their  dealings.  It  was  extremely  diffi- 
cult to  determine  exactly  how  this  principle  was  to  be  applied  but, 
as  we  noted  in  the  preceding  chapter,  a  state-trading  country  has  the 
strongest  motive  to  pursue  the  old  commercial  aim  of  buying  in  the 
cheapest  market,  allowing  for  quality  and  time  of  delivery,  and  so 
obtaining  the  best  value  for  its  outlay  of  foreign  currencies  or  gold. 

But  if  the  dangers  of  discrimination  under  state  trading  have  been 
greatly  exaggerated  the  dangers  of  concealed  protective  measures 
under  cover  of  state  monopolies  is  real.  How  is  it  possible  in  such 
conditions  for  a  country  to  play  its  part  in  general  reductions  of  trade 
barriers  ?  It  was  suggested  that  countries  which  adopted  state  trading 
should  agree  that  the  difference  between  the  domestic  price  set  by 
the  monopoly  and  the  price  at  which  the  product  could  be  imported 
should  not  be  greater  than  the  tariff  negotiated  on  the  product 
through  the  international  trade  organization,  or  alternatively  that 
as  a  counterpart  to  tariff  reductions  by  other  countries  they  should 
undertake  to  increase  their  purchases  of  goods  by  percentages  to  be 
agreed  on.  In  the  end,  however,  it  was  decided  not  to  include  such 
detailed  points  in  the  text  of  the  proposals. 

Whatever  ingenuity  may  be  shown  in  trying  to  devise  safeguards 
against  the  abuse  of  state  trading,  the  outcome  depends  on  the  good 
will  and  good  faith  of  the  countries  concerned.  If  there  were  reason- 
able political  harmony  and  confidence  in  the  world  a  working  solution 
could  be  found  for  the  difficulties  of  establishing  roughly  comparable 
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criteria  of  protection  and  discrimination  among  countries  with 
widely  different  economic  systems.  On  the  other  hand,  when  there  is 
grave  political  mistrust  among  the  nations  and  particularly  when 
the  lines  of  cleavage  are  associated  with  differences  in  the  social 
order,  it  is  difficult  to  devise  indisputable  criteria  and  still  more  diffi- 
cult to  secure  the  strict  observance  of  any  criteria  that  may  be 
formally  agreed  upon. 

It  was  doubtful  whether  the  Soviet  Union  would  enter  into  an  in- 
ternational trade  organization  or  subscribe  to  a  code  governing  the 
conduct  of  international  trade.  During  the  summer  of  1945  I  had  an 
opportunity  to  converse  privately  on  trade  with  some  Russian  repre- 
sentatives temporarily  in  London.  They  showed  no  sympathy  with 
the  aims  of  Article  VII  of  the  Lend  Lease  agreement  toward  post- 
war trade  questions,  and  they  revealed  suspicions  of  U.S.  and  U.K. 
motives,  particularly  in  relation  to  the  Central  and  Eastern  European 
countries.  The  Russians  were  not  alone  in  believing  that  the  real 
object  of  the  advanced  industrial  countries  in  advocating  freer  trade 
was  to  hold  the  markets  for  manufactured  goods  in  the  less  developed 
countries  and  check  their  industrialization.  Protection,  argued  my 
Russian  friends,  was  necessary  for  the  industrialization  of  Eastern 
European  countries,  and  their  industrialization  was  necessary  to  free 
them  from  economic  domination  by  the  capitalist  countries.  Their 
doctrines  seemed  to  be  a  compound  of  those  of  Lenin  and  List. 

During  the  informal  talks  in  London  I  concluded  that  the  dif- 
ferences between  the  U.S.  and  Britain  would  be  far  less  serious  than 
those  between  both  of  them  and  the  protectionist  countries  of  Latin 
America  and  Asia.  There  had  already  been  and  would  continue  to 
be  some  well  advertised  differences  on  preferences  and  discrimina- 
tions. But  the  quantitative  importance  of  this  issue  had  been  greatly 
exaggerated  both  by  the  extreme  supporters  and  by  the  extreme 
opponents  of  preferences  and  discriminations;  and  although  wran- 
gling might  break  out  again  over  them  it  would  have  little  effect  on 
world  trade  in  the  near  future.  A  far  more  serious  issue  was  likely 
to  arise  over  the  so-called  infant-industry  argument  for  protection 
in  the  less  industrialized  countries.  In  one  of  our  informal  talks  we 
were  joined  by  a  British  commercial  attache  who  had  been  attached 
over  several  years  to  a  number  of  British  missions  in  Latin  America. 
He  predicted  serious  trouble  as  soon  as  an  attempt  was  made  to 
draw  Latin  American  countries  into  subscribing  to  a  code  that  would 
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prevent  increased  industrial  protection.  Some  of  the  governments, 
he  maintained,  would  kick  at  any  limitation  on  their  freedom  to  raise 
duties  or  impose  import  quotas.  Much  later  I  recalled  these  early 
forecasts  when  the  accounts  came  in  of  the  prolonged  controversies 
at  Havana. 

The  infant-industry  or  infant-country  question  was  a  real  issue 
and  not  merely  a  symptom  of  political  intransigeance.  In  the  informal 
talks  efforts  were  made  to  work  out  measures  that  would  permit 
legitimate  protection  for  genuine  infant  industries  without  starting 
a  general  increase  or  preventing  a  general  decrease  in  trade  barriers. 
The  Australian  Tariff  Board  had  worked  out  some  useful  procedures, 
particularly  in  requiring  any  industry  claiming  protection  on  grounds 
of  infancy  to  present  a  detailed  case  to  prove  that  it  was  a  genuine 
infant  and  was  likely  to  grow  up.  British  officials  proposed  at  one 
stage  that  in  the  trade  code  temporary  infant-industry  protection 
should  be  permitted  up  to  a  stated  level  when  an  adequate  case  had 
been  made  for  it,  but  that  it  should  be  diminished  in  stages  and 
abolished  after  a  certain  period.  This  was  an  ingenious  proposal 
and  probably  the  best  that  could  be  devised  if  tariff  protection  were 
to  be  permitted  for  infant  industries.  We  agreed,  however,  that  it 
would  be  better  if  all  aid  to  infant  industries  were  given  by  subsidies 
alone :  the  taxpayer  could  be  relied  on  to  keep  subsidies  within  proper 
limits  more  than  he  could  be  relied  on  to  agitate  against  tariffs,  the 
incidence  of  which  was  less  clear  to  him.  At  the  international  con- 
ference which  was  to  come  later,  concessions  might  have  to  be  made 
on  tariffs  for  infant  industries,  but  it  was  decided  to  hold  them 
in  reserve  and  not  to  make  them  in  advance  in  the  text  of 
the  proposals  to  be  issued  as  the  basis  for  the  discussions  at  the 
conference.4  Postwar  experience  was  to  show  that  the  British  fore- 
casts of  future  trouble  with  the  underdeveloped  countries  were  fully 
justified. 

The  cartel  question  caused  more  trouble  than  the  question  of 
commodity  agreements.  The  vigorous  officials  who  worked  on  it  in 
Washington  desired  to  press  on  London  some  drastic  provisions  by 
which  each  government  would  prohibit  firms  under  its  jurisdiction 
from  joining  combinations  in  restraint  of  trade,  and  would  pass 

4  Although  I  agreed  with  this  view  at  the  time,  in  retrospect  I  believe  that 
we  were  in  error  and  would  have  been  well  advised  to  have  admitted  the 
principle  of  tapering  tariffs  for  infant-industry  protection  into  the  Proposals. 
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legislation  designating  agreements  between  firms  to  restrict  prices, 
to  allocate  markets  and  to  limit  production  as  illegal.  In  London, 
although  we  put  forward  these  proposals  in  the  discussions  we  were 
well  aware  that  they  would  not  be  accepted  either  by  the  United 
Kingdom  or  by  the  Western  European  countries.  The  British,  as 
we  have  seen,  took  a  different  view  and  aimed  at  building  up  a  case 
law  in  the  long  run,  based  on  experience  in  dealing  with  specific 
complaints :  they  were  not  convinced  that  price  fixing  and  limitation 
were  at  all  times  anti-social  practices  and  they  wished  to  investigate 
each  case  on  its  merits.  The  outcome  of  the  discussions  was  a  draft 
proposing  that  the  international  trade  body  should  accept  complaints 
that  might  be  made  against  private  international  combinations  or 
agreements,  that  they  should  be  empowered  to  make  recommenda- 
tions to  the  member  states  and  to  request  information  on  the  meas- 
ures taken  to  carry  them  out.  This  would  be  a  modest  but  useful 
start  in  the  control  of  private  enterprise  in  its  international  opera- 
tions. 

The  draft  of  the  Proposals  for  the  Expansion  of  Trade  and  Em- 
ployment was  tentatively  agreed  on  in  substance  and  most  of  it  in 
detail  in  the  London  conversations.  It  was  worked  over  again  in 
Washington  at  the  time  of  the  loan  and  Lend-Lease  talks  and  the 
statement  was  not  made  public  in  final  form  until  November  1945. 
It  was  delayed  by  the  desire  in  Washington  to  announce  it  simultane- 
ously with  the  conclusion  of  the  loan  agreement.  The  retracing  of 
the  ground  in  Washington  was  necessary  not  only  for  political 
reasons  but  also  to  satisfy  the  other  agencies  and  departments  that 
their  points  of  view  were  adequately  represented  in  the  negotiations.5 

On  the  other  hand  I  remain  convinced  that  it  was  not  only  unneces- 
sary but  also  harmful  to  link  these  negotiations  even  loosely  with, 
and  to  hold  them  at  the  same  time  as,  the  negotiations  on  the  loan. 
Let  anyone  who  doubts  this  read  carefully  the  relevant  Parliamentary 

5  During  a  visit  to  Washington  in  the  preceding  year  I  had  tried  to  explain 
to  an  official  who  played  an  important  role  in  the  anti-cartel  planning  that  the 
point  of  view  not  only  of  the  British  but  also  of  the  continental  European 
Allies  differed  from  that  of  Washington,  that  pressure  for  a  sort  of  interna- 
tional anti- Sherman  Act  could  only  result  in  deadlock,  and  that  it  would  be 
necessary  therefore  to  work  out  a  compromise.  He  listened  skeptically  and 
replied,  "Well,  you  wait  till  we  get  those  damned  British  over  here.  They 
will  have  to  come  through."  Actually,  when  the  time  came  the  British  negoti- 
ators stood  their  ground  and  the  position  reached  in  Washington  was  identical 
with  that  which  had  been  reached  in  London. 
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Debates6  and  the  files  of  the  leading  British  newspapers  at  the  time. 
There  can  be  no  doubt  that  wholehearted  approval  by  members  of 
Parliament  and  by  the  British  public  of  the  results  of  the  interna- 
tional trade  discussions  was  seriously  impeded  by  the  widespread 
though  incorrect  impression  that  Britain's  negotiators  had  been 
pressed  into  acceptance  of  the  agreement  on  trade  by  Britain's  finan- 
cial necessities.  The  linking  of  these  discussions  was  wholly  unneces- 
sary. Doubtless  the  motive  behind  it  was  partly  the  fear  that  with- 
out some  such  form  of  indirect  pressure  the  United  Kingdom  would 
hold  back  on  trade  discussions  as  she  had  done  in  1944.  I  can  testify, 
however,  from  close  touch  with  Whitehall  at  the  time  that  this  fear 
was  wholly  imaginary  in  1945.  Cabinet  ministers  had  agreed  in  the 
late  summer  of  1944  to  the  continuation  of  the  discussions,  and  the 
British  had  taken  a  leading  part  in  the  formulation  of  the  Proposals. 
Thus,  those  in  Washington  who  distrusted  British  motives  and 
wished  to  reinforce  persuasion  by  indirect  pressure,  achieved  exactly 
the  same  agreement  as  would  have  been  achieved  by  persuasion  alone, 
but  in  addition  alienated  sections  of  public  opinion  in  Britain  which 
might  have  been  won  over  if  no  suspicion  of  pressure  had  arisen. 
It  is  true,  of  course,  that  suspicion  in  some  British  quarters  of  the 
United  States  motives  was  unfounded  or  grossly  exaggerated ;  but  if 
the  cards  had  been  played  more  carefully  no  pretext  would  have  been 
left  for  it. 

6  Hansard,   Pari.   Deb.,   House   of  Commons,   Vol.   417,  pp.   422-558;    House   of 
Lords,  Vol.  138,  pp.  678-892. 


CHAPTER   VII 


A  Model  Approach 
to  Planning 


The  preceding  chapters  have  traced  the  origin  and 
development  of  postwar  planning  on  international 
monetary,  lending,  and  trade  matters.  They  have  shown  how  the 
broader  plans  proposed  at  the  outset  would  have  created  instru- 
ments for  dealing  with  long-run  questions  that  could  also  have  been 
used  to  meet  at  least  some  of  the  needs  of  relief  and  reconstruction ; 
but  that  these  were  gradually  whittled  down  by  criticism  and  political 
compromise  until  they  had  little  relevance  to  the  emergencies  of  the 
immediate  postwar  period  and  for  the  most  part  would  become  useful 
to  the  postwar  world  only  after  a  period  of  transition  in  which  the 
needs  of  relief  and  reconstruction  had  been  met  by  other  means. 

It  is  necessary,  therefore,  to  turn  to  an  examination  of  the  planning 
through  other  channels  for  relief  and  reconstruction.  Before  doing 
so,  however,  we  may  usefully  examine  an  early  approach  toward 
world  food  questions  that  demonstrated  the  possibility  of  compre- 
hensive and  integrated  planning  for  the  short  run,  the  transition,  and 
the  long  run.  It  is  concerned  with  food  and  agriculture,  but  the 
moral  which  it  carries  may  be  given  wide  application. 

Early  in  1943  the  prospects  for  international  discussions  on  post- 
liberation  and  postwar  questions  were  improving.  Confidence  in 
ultimate  victory  was  growing.  But  the  war  was  still  in  a  difficult 
stage,  and  in  the  highest  circles  in  Washington  it  was  believed  that 
the  time  had  not  yet  come  to  begin  international  discussions  on  the 
fundamentals  of  a  world  political  settlement  and  on  the  question 
whether  the  League  of  Nations  should  be  continued  or  what  or- 
ganization should  succeed  it.  These  subjects  would  have  raised  highly 
controversial  issues,  and  it  was  not  judged  wise  to  call  the  United 
Nations  together  for  the  first  time  to  deal  with  the  most  controversial 
as  well  as  the  most  important  of  the  numerous  questions  requiring 
international  cooperation  after  the  war. 

President  Roosevelt  now  judged  that  the  time  had  come  when  the 
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United  Nations  could  be  invited,  without  danger  of  discord,  to  a 
conference  on  postwar  questions  if  the  subject  chosen  was  of  com- 
mon interest  throughout  the  world  and  might  be  expected  to  bring 
wide  agreement  at  least  in  aims.  If  such  a  limited  objective  were 
achieved  the  prospects  of  successfully  dealing  with  the  more  difficult 
political  issues  later  would  be  improved. 

Food  was  a  subject  which  appeared  to  fulfil  the  conditions  for  a 
successful  first  conference.  It  was  a  matter  of  special  concern  to  the 
masses  of  people  in  all  countries  during  the  Second  World  War  as 
it  had  been  during  the  First.  "Food  Will  Win  the  War"  was  a  slogan 
widely  proclaimed  in  the  First  World  War,  and  implicitly  accepted 
in  the  Second.  Like  all  useful  slogans,  it  oversimplified  the  true 
position  but  directed  attention  to  a  matter  of  fundamental  importance. 
Its  application  to  the  Second  World  War  was  less  direct  than  to  the 
First:  there  was  little  hope  that  the  Nazi  Empire  could  be  brought 
down  by  starvation.  However,  the  production  of  food  within  and  its 
distribution  among  the  Allied  belligerent  countries  remained  one  of 
the  leading  economic  problems  of  the  war  and  one  of  the  chief 
subjects  of  wartime  planning. 

But  food  took  on  a  wider  significance  in  the  Second  World  War 
than  in  the  First.  The  conviction  spread  that  food  would  win  the 
peace  as  well  as  the  war.  Early  it  became  clear  that  food  relief  would 
be  at  once  the  most  urgent  and  most  difficult  of  the  immediate  post- 
war economic  tasks  of  the  Allies.  Early,  however,  the  idea  spread 
also  that  food  could  win  the  peace  in  a  much  wider  sense  than  is 
associated  with  the  mere  provision  of  immediate  relief.  The  public 
interest  in  food  and  nutrition  had  been  growing  before  the  war  in 
several  countries.  Striking  advances  had  been  made  in  biochemistry 
and  in  its  application  to  animal  and  human  nutrition.  The  work  of  the 
nineteenth  century  should  not  be  disparaged  but  it  had  left  the  im- 
pression that  good  nutrition  was  chiefly  a  matter  of  proteins  and 
of  adequate  energy  intake  measured  in  calories.  Diets  were  judged 
chiefly  according  to  the  amounts  of  carbohydrates,  fats,  and  total 
proteins  which  they  contained.  The  diets  of  soldiers  and  sailors  in 
the  First  World  War  were  drawn  up  in  these  terms  so  far  as  they 
were  scientifically  planned  at  all.  But  in  the  interwar  period  research 
in  nutrition,  some  of  which  had  begun  earlier,  made  rapid  advances 
and  opened  wide  fields  whose  existence  was  previously  unknown 
or  only  vaguely  suspected.  These  researches  revealed  the  significance 
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of  mineral  salts  and  of  a  number  of  "accessory  factors"  or  vitamins 
whose  chemical  structures  and  precise  functions  were  unknown  when 
their  existence  was  first  demonstrated.  Thus  the  needs  of  the  human 
body  were  seen  to  be  more  varied  and  complex  than  had  previously 
been  believed,  and  the  quality  of  a  diet  judged  by  the  presence  of 
a  variety  of  nutrients  was  found  to  be  as  important  as  its  energy 
value. 

When  the  newer  knowledge  was  used  to  judge  the  state  of  the 
people's  nutrition  the  results  were  disturbing.  In  the  Western  World, 
where  famine  no  longer  existed  except  as  the  aftermath  of  war  and 
revolutionary  changes,  and  where  the  energy  needs  of  most  of  the 
people  were  fully  met,  it  nevertheless  appeared  that  the  diets  of  a 
considerable  proportion  of  the  people,  even  in  the  wealthiest  com- 
munities, were  deficient  in  a  number  of  important  nutrients,  and 
that  ill  health  and  premature  death  were  increased  by  these  de- 
ficiencies. Stirred  by  the  public  statements  of  Sir  John  Boyd  Orr 
and  his  associates  in  Great  Britain,  of  Professor  E.  V.  McCollum 
in  the  United  States,  and  of  Stanley  Bruce  and  F.  L.  MacDougall, 
Australian  representatives  in  Geneva,  and  by  the  interest  of  the 
workers'  group  in  the  International  Labor  Organization,  the  League 
of  Nations  and  the  ILO  appointed  a  mixed  committee  whose  work 
brought  food  and  nutrition  questions  into  the  forefront  of  the  social 
and  economic  questions  requiring  international  cooperation.  The 
technical  reports  of  the  committee  marked  the  beginning  of,  and 
prepared  the  way  for,  the  systematic  accumulation  of  a  body  of 
knowledge  on  the  actual  state  of  food  consumption  and  nutrition 
throughout  the  world. 

The  World  War  halted  this  work  but  did  not  destroy  its  fruits. 
Much  that  had  been  learned  was  applied  to  wartime  food  organiza- 
tion. The  tentative  schedule  of  human  requirements  of  the  different 
nutrients  which  the  mixed  committee  had  drawn  up  was  used  both 
in  evaluating  wartime  diets  and  in  planning  for  food  relief  after  the 
liberation  of  the  occupied  areas.  But  the  influence  of  the  work  of  the 
mixed  committee  did  not  end  there.  It  left  a  body  of  people,  scattered 
over  several  countries,  who  had  taken  part  in  the  work  of  the  prewar 
period  and  who  were  determined  that  preparations  for  the  postwar 
period  should  begin  promptly  when  conditions  permitted  and  should 
greatly  exceed  prewar  efforts  in  scope  and  intensity. 

Early  in  the  Second  World  War  a  number  of  influential  persons 
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in  London  and  Washington  began  to  work  for  an  early  revival 
of  international  discussions  on  world  food  questions.  Ambassador 
Winant  was  one  of  the  strongest  supporters  of  this  movement. 
Stanley  Bruce  and  F.  L.  MacDougall,  who  were  stationed  in  London 
during  the  war,  were  untiring  in  their  efforts  to  persuade  the  lead- 
ing governments  to  give  food  a  prominent  place  in  postwar  recon- 
struction. Several  personal  discussions  took  place  among  Ambassador 
Winant,  Mr.  Bruce,  Mr.  MacDougall,  and  Sir  John  Orr  in  London 
during  1942.  The  subject  was  raised  in  Washington  by  Mr.  Mac- 
Dougall and  by  the  Ambassador.  Mr.  MacDougall  engaged  the 
active  interest  of  Mrs.  Franklin  Roosevelt  and  Vice-President  Wal- 
lace in  it  and  perhaps  through  them  it  was  brought  to  the  attention 
of  the  President. 

President  Roosevelt's  invitation  took  not  only  Washington  but 
the  world  by  surprise.  Diplomats  of  many  countries  were  puzzled 
over  the  precise  character  and  scope  of  the  conference  and  the  type 
of  delegation  to  appoint.  Even  in  the  embassy  in  London  we  had  no 
detailed  information  on  these  questions.  Ambassador  Winant  was 
in  Washington  for  consultations  on  many  questions.  A  telegram 
then  arrived  calling  me  and  a  colleague  to  Washington.  Treasury 
officials  in  Whitehall  asked  me  to  meet  them  before  leaving.  Arriving 
at  the  Treasury,  I  entered  a  room  to  find  not  only  Keynes  but  a 
group  including  Sir  Wilfred  Eady,  Sir  Hubert  Henderson  and  Sir 
Arthur  Waley,  leading  Treasury  officials.  Obviously  Whitehall  had 
been  taken  by  surprise  and  questions  came  in  abundance.  Why  had 
food  been  chosen  as  the  subject  of  the  first  meeting?  What  would 
be  the  scope  of  the  conference?  Did  "food"  include  agriculture? 
What  type  of  delegation  would  be  most  suitable?  But  that  evening 
remains  in  my  memory  largely  because  of  Mr.  Keynes.  My  first 
replies  were  that  we  had  no  more  information  in  the  embassy  than 
the  announcement  gave,  but  that  I  had  been  for  some  time  aware 
of  quiet  moves  to  give  a  prominent  place  to  food  and  nutrition  in 
postwar  reconstruction  questions,  that  President  Roosevelt  was  a 
master  in  the  art  of  "timing,"  that  food  was  a  subject  that  appealed 
to  the  masses  of  people,  and  was  better  understood  by  them,  than 
were  many  of  the  intricate  financial  and  other  economic  problems 
on  which  we  were  working,  and  that  in  an  opening  meeting  food 
and  nutrition  questions  would  probably  bring  more  agreement,  at 
least  on  aims,  than  some  of  the  other  postwar  questions. 
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Mr.  Keynes  looked  more  dejected  than  I  had  ever  seen  him  and 
as  I  continued  this  ad  hoc  attempt  at  explanation  his  dejection 
deepened.  For  eighteen  months  he  had  worked  unsparingly  at  his 
Clearing  Union  plan.  He  had  piloted  it  through  Whitehall,  success- 
fully meeting  all  the  objections  of  the  more  conservative  civil  servants. 
He  had  brought  over  important  ministers  of  more  than  one  party 
to  its  side.  But  one  thing  had  been  lacking.  A  year  had  passed  since 
Article  VII  had  been  signed  but  no  discussions  had  yet  taken  place 
with  the  United  States  on  the  plan.  Keynes  at  least  expected  that 
when  postwar  discussions  did  begin  the  monetary  plan  would  have 
priority,  striking  as  it  did  directly  at  the  heart  of  Article  VII.  Food 
and  nutrition  as  an  alternative  beginning  was  something  he  had  never 
dreamed  of ! 

When  I  had  finished  speaking,  Keynes  looked  up  and  said  in  sub- 
stance :  "What  you  are  saying  is  that  your  President  with  his  great 
political  insight  has  decided  that  the  best  strategy  for  postwar  recon- 
struction is  to  start  with  vitamins  and  then  by  a  circuitous  route 
work  round  to  the  international  balance  of  payments!  It  is  a  very 
ingenious  strategy,  but  how  long  will  it  take  to  reach  the  balance 
of  payments  by  this  route  and  how  many  people  will  understand  this 
roundabout  way  of  doing  things?" 

In  Washington  my  colleague  and  I  found  no  readymade  answers 
to  the  questions  raised  in  London  and  presumably  in  other  capitals. 
Clearly  the  initiative  had  come  from  the  "top"  and  most  civil  servants 
in  Washington  knew  little  more  than  civil  servants  in  Whitehall 
did!  These  details  are  worth  recording  because  they  show  that  in 
some  circumstances  an  international  conference  may  be  successful 
even  when  no  direct,  prolonged  preparations  have  been  made.  Dean 
Acheson  took  general  charge  of  preparations,  and  a  group  of  of- 
ficials, drawn  largely  from  the  Department  of  Agriculture  with  a 
small  number  from  the  Department  of  State,  with  Dr.  Howard  P. 
Tolley  as  chairman,  worked  continuously  for  nearly  three  weeks  on 
the  preparation  of  a  proposed  agenda  and  on  a  series  of  detailed 
documents  covering  each  part  of  it  and  including  constructive  sug- 
gestions on  policy.  This  group  did  the  work  which  would — or  should 
— have  been  done  by  an  international  secretariat  if  the  conference 
had  been  held  within  the  framework  of  a  permanent  international 
organization. 

It  would  not  be  within  the  scope  of  the  present  study  to  give  a 
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descriptive  account  of  the  conference  at  Hot  Springs,  but  some  im- 
portant features  of  it  were  relevant  to  one  of  the  central  questions 
discussed  here — that  is,  the  difference  between  the  short-term  emer- 
gency postwar  food  problem  of  regaining  lost  ground  and  the  long- 
term  postwar  problem  of  improving  on  prewar  conditions.  In  early 
1943  American  agricultural  opinion  was  still  largely  influenced  by 
the  fear  of  ' 'surpluses"  which  had  been  one  of  the  main  preoccupa- 
tions of  the  Department  of  Agriculture  and  the  farmers  in  the  pre- 
war period.  Our  estimates  in  London  of  the  probable  extent  of  relief 
needs  and  those  of  the  Tolley  Committtee  in  Washington  had  had  a 
sobering  effect  but  in  the  short  time  since  they  had  been  made 
they  had  been  studied  more  by  the  War  Food  Administration  than 
by  the  peacetime  divisions  of  the  Department  of  Agriculture.  Con- 
sequently, a  considerable  part  of  the  U.S.  delegation  and  staff  con- 
cerned themselves  more  with  the  long-run  questions  than  with  the 
short-run.  But  the  U.K.  delegation  and  staff  took  a  much  more 
balanced  view  and  vigorously  stressed  the  urgency  of  the  immediate 
postwar  period.  To  a  considerable  extent  their  position  was  sup- 
ported by  the  European  Allies,  and  the  U.S.  group  was  impressed 
by  the  evidence  which  they  presented.  Two  outstanding  resolutions 
were  adopted  on  the  subject,  the  first  dealing  with  "Changes  in 
Production  in  the  Short-Term  Period,,,  and  the  second  with  "Co- 
ordination in  the  Short-Term  Period." 

The  first  of  these  two  resolutions  embodied  the  supremely  im- 
portant principle  that  policies  and  practices  which  would  be  unde- 
sirable and  even  retrogressive  from  a  long-run  point  of  view  should 
nevertheless  be  resolutely  pursued  during  the  period  of  scarcity  im- 
mediately after  the  war.  One  of  the  chief  conclusions  reached  by 
students  of  nutrition  before  the  war  had  been  that  in  most  countries 
there  should  be  an  increase  in  the  human  consumption  of  foods  of 
animal  origin.  The  resolution,  however,  bluntly  stated  that  countries 
in  which  expansion  was  possible  should  "increase  the  acreage  under 
crops  for  direct  human  consumption,  and  even  .  .  .  hold  back  the 
rebuilding  of  depleted  livestock  herds — essential  though  this  rebuild- 
ing will  ultimately  be. .  . ."  The  next  paragraph,  dealing  with  countries 
whose  agriculture  had  been  impaired,  stated  that  in  the  immediate 
postwar  period  they  should  "...  bring  about  a  rapid  increase  in  food 
production,  even  if  this  involves  a  departure  from  the  use  of  the 
resources  which  in  the  long  run  will  be  required,  and  even  if  it  de- 
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lays  a  return  to  production  policies  which  are  desirable  for  technical, 
economic,  or  nutritional  reasons  (for  instance,  in  Europe  there 
may  need  to  be  a  concentration  in  the  first  years  on  vegetables,  bread 
grains,  and  other  products  where  production  can  mature  quickly  and 
which  yield  more  calories  per  acre  than  livestock).  .  .  ,"1 

This  was  straightforward  and  unequivocal :  looking  back  over  the 
time  which  has  passed  since  it  was  adopted  we  can  appreciate  its 
soundness  and  foresight,  and  its  combination  of  respect  for  princi- 
ples and  freedom  from  doctrinaire  tendencies ;  and  we  can  only  regret 
that  the  admirable  example  set  at  Hot  Springs  in  respect  to  food 
was  not  followed  elsewhere  on  subjects  other  than  food,  particularly 
on  trade. 

Even  in  a  more  general  sense  the  Hot  Springs  Conference  supplied 
a  model  for  the  initiation  of  postwar  reconstruction  plans  that  might 
well  have  been  studied  and  followed  in  other  fields.  It  was  called  to 
deal  with  a  subject  of  wide  scope  and  it  dealt  at  the  same  meeting 
with  both  the  long-run  and  short-run  aspects  of  the  subject.  Some 
members  of  the  conference  were  well  equipped  to  discuss  both  aspects. 
Consequently  a  well-balanced  point  of  view  was  maintained,  both  in 
the  discussions  and  in  the  recommendations.  Actually  there  was 
no  fundamental  inconsistency  between  the  short-term  and  the  long- 
term  recommendations.  The  InterAllied  Nutrition  Committee  had 
faced  a  somewhat  similar  difficulty,  though  its  concern  was  only 
with  the  short  run.2  In  conditions  of  general  scarcity,  hunger  must 
be  removed  or  greatly  reduced  before  detailed  attention  can  be  given 
to  meeting  the  full  needs  of  specific  nutrients.  Until  this  is  done 
the  population  cannot  work  to  full  capacity  or  even  to  the  capacity 
reached  in  the  past,  and  since  the  long-run  aim  to  improve  nutrition 
can  be  attained  only  by  an  increase  in  output  no  progress  can  be 
made  toward  it  until  the  short-run  objective  of  removing  hunger  is 
achieved. 

But,  however  straightforward  such  reasoning  may  be,  it  is  greatly 
to  the  credit  of  a  conference  of  the  United  Nations  that  it  was  ac- 
cepted. In  international  as  in  national  conferences  on  subjects  which 
have  a  political  bearing  it  seems  to  be  the  exception  rather  than  the 
rule  to  face  squarely  and  accept  fully  a  diagnosis  which  for  some 

1  Resolutions    XII    and    XIII,    Final    Act    of    the    United    Nations    Conference 
on    Food    and    Agriculture,    Hot    Springs,    Virginia,    U.S.A.,    May    18-June    3, 

1943- 

2  See  Chapter  VIII. 
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time  to  come  dims  the  hopes  and  postpones  the  attainment  of  the 
goals  that  have  inspired  people  in  the  past,  and  which  sharply  re- 
minds the  world  of  the  difficulties  and  hardships  of  the  near  future 
and  the  labor  and  sacrifices  that  must  be  undertaken,  not  to  reach 
new  and  as  yet  unrealized  levels  of  comfort  and  well-being,  but  even 
to  regain  old  levels  long  recognized  as  unsatisfactory  for  a  large 
proportion  of  the  population. 

But  the  conference  did  not  propose  to  return  to  an  older  status  quo. 
The  very  conditions  of  scarcity  had  their  beneficial  side  for  mankind 
by  spurring  activity  to  improve  the  distribution  of  food.  In  the  past 
economists  with  an  inherited  bias  against  government  intervention 
have  belittled  plans  for  improved  distribution  on  the  strange  ground 
that  total  production  was  too  low  to  make  it  worth  while  to  distribute 
what  there  was  more  evenly  and  equitably.  This  type  of  argument 
has  no  appeal  to  students  of  food  and  nutrition,  except  for  a  limited 
application  to  certain  stages  of  famines.  Fortunately  at  Hot  Springs 
the  conference  was  not  confined  to  general  reasoning  on  the  question 
but  had  the  benefit  of  the  U.K.  experience  of  domestic  food  rationing 
and  allocation  and  of  the  experience  of  the  Combined  Food  Board 
on  international  food  allocation.  A  deep  impression  was  made  on 
the  conference  by  the  masterly  work  of  the  British  Ministry  of 
Food,  Ministry  of  Health,  and  Advisory  Committee  on  Nutrition, 
in  the  distribution  of  scarce  supplies  to  the  best  nutritional  advantage 
among  the  different  groups  of  the  population.  In  modern  history 
there  is  no  record  of  any  country  which  has  turned  adversity  to  social 
advantage  as  Great  Britain  has  done  during  and  since  the  war.  No 
other  democracy  and  no  communist  country  has  yet  come  nearly  as 
close  as  Great  Britain  has  to  a  distribution  of  food  according  to  need. 
This  was  an  achievement  of  planning  and  not  of  "free  enterprise." 
Under  free  enterprise  the  nutritional  advances  made  in  Great  Britain 
in  spite  of  a  reduction  in  the  national  food  supply  might  well  have 
taken  half  a  century  or  longer  to  achieve. 

On  the  international  side  of  distribution  in  the  period  of  scarcity 
the  Hot  Springs  Conference  also  took  a  firm  and  farsighted  position. 
In  a  notable  resolution  the  conference  expressed  the  view  that  "de- 
spite all  efforts  to  increase  production,  supplies  of  essential  food- 
stuffs and  certain  other  agricultural  and  marine  products  and  of 
the  necessary  instruments  of  production,  such  as  fertilizers  and  ma- 
chinery, and  the  means  of  international  transportation  will  all  be 
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inadequate  to  meet  basic  requirements  in  the  transition  period,  which 
may  extend  for  several  years  after  the  cessation  of  hostilities."3 

Here  was  none  of  the  false  optimism  which,  under  the  influence  of 
the  fear  of  "surpluses,''  recurred  in  Washington  in  the  next  two 
years  and  weakened  the  application  by  the  United  States^  of  the 
principles  of  the  resolution.  The  practical  conclusion  drawn  by  the 
members  of  the  conference  was  that  governments  should  act  in  co- 
operation to  increase  production,  to  allocate  supplies,  and  to  prevent 
"violent  fluctuations  arising  from  unrestrained  competition  for  inad- 
equate supplies,  in  the  prices  of  food,  the  instruments  of  production, 
and  other  necessities,  including  industrial  goods."4 

Thus  the  delegates  at  the  Hot  Springs  Conference  neither  neglected 
the  short-term  period  nor  underestimated  its  importance  but  were 
clear  and  explicit  in  their  recommendations  for  dealing  with  it  and 
did  not  hesitate  to  restrain  popular  hopes  of  an  early  freedom  from 
want  of  food  after  the  end  of  the  war.  Their  competence  and  courage 
were  not  in  vain,  for  food  questions  have  been  met  more  intelligently 
than  most  postwar  questions.  But,  as  we  shall  see,  some  essential 
parts  of  their  recommendations,  though  formally  accepted,  were  not 
followed  in  practice  by  food-supplying  countries — to  the  detriment  of 
the  whole  field  of  reconstruction. 

The  conference  made  a  useful  distinction  between  the  short-term 
period  and  the  transition  period.  In  the  former  the  main  problem 
was  absolute  scarcity,  to  be  met  by  turning  productive  factors  into 
different  lines  and  in  opposite  directions  to  those  that  should  be 
followed  in  the  long-term  period.  In  the  transition  period  the  principal 
problem  would  be  how  to  move  away  from  the  short-term  policy 
of  producing  an  exceptionally  high  output  of  energy  foods  for  direct 
human  consumption  to  a  long-term  policy  aimed  at  producing  the 
best  combination  of  foods  from  the  point  of  view  of  contemporary 
knowledge  of  nutrition.  Resolution  XIV,  dealing  with  "Adjustment 
of  Production  in  the  Transition  from  the  Short-Term  to  the  Long- 
Term  Period,"  drew  attention  to  the  importance  of  making  these 
changes  "progressively"  as  the  conditions  of  scarcity  passed  away. 
An  example  given  pointed  to  the  desirability  in  parts  of  Europe 

3  Resolution  XIII,  Paragraph  I  of  preamble. 

4  See  Resolution  XIII,  paragraph  3  of  preamble  and  1  (c)  of  recommenda- 
tions. It  is  difficult  to  see  how  the  United  States  can  be  acquitted  of  an  act  of 
international  bad  faith  in  its  reckless  scrapping  of  price  controls  on  and  after 
V-J  Day. 
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during  the  transition  of  "increasing  the  production  of  milk  products 
as  herds  can  be  reestablished,  accompanied  by  declining  production 
of  grains." 

Long-run  policy  was  then  outlined  in  a  comprehensive  series  of 
recommendations  beginning  with  production  policy  and  passing 
through  agricultural  credit,  cooperative  movements,  land  tenure  and 
farm  labor,  education  and  research,  conservation  of  land  and  water 
resources,  land  settlement  for  food  production,  to  occupational  ad- 
justments in  rural  populations,  to  international  commodity  arrange- 
ments, to  international  distribution  of  food  and  to  the  organization 
of  marketing.  The  recommendations  on  some  of  these  subjects  could 
be  applied  not  only  before  the  transition  period  had  ended  but  even 
during  the  immediate  period  of  scarcity.  But  the  full  application  of 
others  clearly  would  have  to  wait,  perhaps  for  several  years — notably 
those  in  the  second  and  third  sections  of  the  comprehensive  resolu- 
tion on  production  policy5  which  called  for  "changes  in  the  pattern 
of  production,  designed  to  give  greater  emphasis  to  foods  rich  in 
vitamins,  minerals  and  proteins,  and  for  measures  to  limit  the  produc- 
tion of  energy  foods  in  high  cost  areas." 

It  speaks  well  indeed  for  the  American  delegates  at  Hot  Springs 
that  they  were  ready  to  accept  the  postponement  of  the  long-term 
production  policies  to  meet  the  conditions  of  the  scarcity  period.  It 
will  be  within  the  recollection  of  many  of  those  working  on  postwar 
planning  about  this  time  that  one  of  the  strongest  hopes  in  Wash- 
ington commercial-policy  circles,  as  well  as  in  agricultural  circles, 
was  that  the  European  countries  might  be  persuaded  to  reduce  the 
high  barriers  to  imports  of  wheat  which  had  been  built  in  the  1930's, 
and  to  accept  North  American  exports  in  replacement  of  high-cost 
domestic  production,  using  a  larger  proportion  of  their  land  for  the 
production  of  more  quickly  perishable  foods.  In  its  picture  of  future 
developments  the  Hot  Springs  Conference  placed  such  a  develop- 
ment in  the  long-term  period,  admitting  that  it  had  no  place  in  the 
scarcity  period. 

Two  long-period  questions  aroused  considerable  controversy, 
though  not  in  plenary  sessions,  at  Hot  Springs.  The  first  was  interna- 
tional commodity  arrangements  and  the  second  was  "Special  Interna- 
tional Measures  for  Wider  Food  Distribution."6  Since  commodity 
agreements  came  within  the  scope  of  the  direct  discussions  under 

5  Resolution  XV.  6  Resolutions  XXV  and  XXVII. 
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Article  VII  of  the  Mutual  Aid  agreement,  the  discussion  of  them  at 
Hot  Springs  has  been  considered  in  another  chapter. 

The  second  question  was  one  of  the  most  difficult  of  all  questions 
at  the  conference  but  though  it  was  not  a  matter  of  immediate  im- 
portance, to  some  of  us  it  seemed  important  that  it  should  at  least 
be  squarely  faced.  It  was  the  international  counterpart  of  the  national 
problem  of  unequal  distribution  of  food  within  countries.  The  con- 
ference, notably  impressed  by  the  example  of  Great  Britain,  en- 
thusiastically upheld  the  principle  that  governments  should  be 
responsible  for  improving  the  diets  of  the  people  wherever  inad- 
equacies are  found,  and  particularly  should  undertake  "positive  meas- 
ures" to  improve  the  diets  of  "pregnant  and  nursing  women,  pre- 
school and  school  children,  adolescents,  workers,  and  individuals 
receiving  low  incomes."7  But  if  this  was  to  be  the  attitude  toward 
inequality  of  income  and  inequality  of  food  consumption  within  a 
country  what  was  to  be  said  about  the  same  inequalities  when  they 
were  found  on  a  great  scale  between  nations !  In  the  one  case  there 
were  differences  among  the  average  conditions  of  different  groups 
within  the  same  nations :  in  the  other  there  were  differences  among 
the  average  conditions  of  different  national  groups  in  "one  world." 
If  we  agree  that  the  first  should  be  grappled  with  how  long  can  we 
ignore  the  second?  If  the  conscience  of  the  national  community  is 
now  roused  over  the  consequences  of  great  inequalities  among  its 
members,  how  long  can  the  conscience  of  the  international  com- 
munity remain  unaffected  by  the  immense  inequalities  among  the 
nations  ? 

It  was  not  indeed  the  mere  existence  of  inequality  that  aroused 
uneasiness  so  much  as  the  combination  of  inequality  with  an  absolute 
deficiency  of  ordinary  necessities  at  the  lower  end  of  the  scale.  The 
human  organism  can  thrive  on  various  diets,  some  more  varied  and 
seemingly  more  palatable  than  others.  There  is  no  cause  for  worry 
if  the  diets  of  some  peoples  are  simpler  and  more  "austere"  than 
those  of  others,  so  long  as  all  of  them  can  obtain  enough  to  meet 
full  energy  needs  and  none  show  evidence  of  disease  or  ill  health 
traceable  to  insufficiency  of  particular  nutrients.  Unfortunately,  the 
evidence  submitted  to  the  Hot  Springs  meeting  showed  that  then  and 
in  the  prewar  years  considerable  numbers  of  people  in  certain  areas 
were  far  from  being  able  to  meet  bare  energy  needs  and  that  the 

7  Resolution  IV. 
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physical  development  of  some  of  these  peoples  appeared  to  be  re- 
tarded by  insufficient  food.  On  the  other  hand,  in  the  prewar  period 
some  of  the  large  food-exporting  countries  were  unable  to  dispose 
of  their  exportable  supplies,  and  restrictive  measures  were  taken 
in  the  effort  to  reduce  these  "surpluses." 

But  the  question  what  should  be  done  about  these  conditions  was 
not  as  readily  answered  in  the  international  as  in  the  domestic 
sphere.  This  was  not  surprising:  the  inherent  difficulties  in  the  first 
are  much  greater  than  those  in  the  second  and — almost  equally  im- 
portant— few  people  had  yet  felt  a  strong  urge  to  overcome  them. 
The  question  raised  in  ancient  times,  "Am  I  my  brother's  keeper?" 
was  slowly  coming  to  be  answered  affirmatively  in  the  twentieth 
century  within  some  national  communities,  but  few  were  ready  to 
accept,  even  in  principle,  the  same  obligations  toward  their  fellow  men 
— near  or  far — who  acknowledged  and  lived  under  other  sovereign 
jurisdictions. 

In  approaching  the  problem  of  food  distribution  within  countries, 
the  conference,  as  we  have  seen,  had  clearly  affirmed  the  responsi- 
bilities of  governments  and  public  authorities  to  take  all  the  steps 
within  their  power  to  ensure  that  adequate  diets  were  in  the  reach 
of  the  low-income  groups,  even  quoting  approvingly  "direct  action 
to  make  protective  foods  available  free,  or  at  low  prices,  to  groups 
with  inadequate  diets."8  In  approaching  the  problem  of  food  distribu- 
tion between  countries  the  conference  reaffirmed  the  substance  of  this 
principle  and  added  that  "this  responsibility  will  be  met  primarily 
by  national  measures."9  But  it  then  admitted  that  certain  countries 
might  be  unable  to  fulfil  this  responsibility  from  domestic  resources 
and  food  imports  until  their  agriculture  and  industry  had  passed 
through  a  long  period  of  development.  In  a  number  of  resolutions 
the  conference  recommended  methods  of  increasing  domestic  food 
production  and  of  international  cooperation  and  assistance  to  spread 
improvements  in  production.  But,  like  unassisted  domestic  efforts, 
all  these  take  time  and  the  question  arises  whether  international 
measures  can  be  devised  to  fill  at  least  part  of  the  gap  in  the  inter- 
vening period. 

At  Hot  Springs  no  agreement  was  reached  on  any  particular 
measures,  but  the  conference  recommended  that  the  permanent  inter- 

8  Resolution  XXVI,  paragraph  ib  of  recommendations. 

9  Resolution  XXVII,  paragraph  i  of  preamble. 
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national  food  and  agricultural  organization  which  it  called  on  the 
governments  to  set  up  should  "study  the  possibility  of  devising 
measures  to  meet  the  needs  of  countries  with  inadequate  supplies, 
and  the  machinery  needed  for  this  purpose,  distinguishing  between 
methods  which  would  be  used  in  the  case  of  famines  following 
catastrophes,  and  in  the  case  of  countries  where  the  available  food 
supplies  are  generally  inadequate."10 

As  there  was  little  discussion  of  the  subject  in  the  general  sessions, 
and  as  the  subject  is  likely  to  arise  again  in  the  future  as  an  important 
long-run  question,  it  seems  appropriate  here  to  analyze  briefly  the 
main  issues  discussed  informally  outside  the  sessions. 

There  was  general  agreement  on  the  desirability  of  international 
measures  to  help  countries  whose  total  food  supplies  were  inadequate 
to  increase  their  domestic  production.  Some  of  us,  however,  even 
during  the  preparation  of  secretariat  papers  on  the  agenda  items  had 
wished  to  go  further  and  explore  the  practicability  of  international 
measures  to  supply  certain  foods  temporarily  to  such  countries  on 
terms  more  favorable  than  those  obtainable  on  a  commercial  basis.11 

Members  of  the  secretariat,  including  the  present  writer,  made 
suggestions  which,  though  they  were  not  accepted  in  detail,  served 
as  a  basis  for  some  informal  discussion.  An  extract  from  a  memoran- 
dum of  mine,  written  at  the  time,  follows : 

"International  measures  may  consist  (a)  in  helping  a  country  to 
increase  its  domestic  production  of  foods;  (b)  in  supplying  to  the 
country  certain  foods  on  terms  more  favorable  than  those  obtainable 
on  a  commercial  basis. 

"The  first  of  these  measures  opens  up  wide  possibilities  of  agri- 
cultural assistance.  Skilled  technicians  might  be  lent  to  the  country 
to  deal  with  specific  problems  affecting  crops,  livestock,  drainage, 
control  of  pests,  methods  of  introducing  new  crops,  and  so  on.  This 
can  be  discussed  in  more  detail  elsewhere. 

"The  second  of  the  measures  may  for  convenience  be  divided  into 
two  parts :  ( i )  arrangements  for  supply  of  grain  or  other  bulk  foods 
of  high  energy  value  to  meet  caloric  deficits;  (ii)  arrangements  for 
supply  of  certain  types  of  foods  needed  to  provide  specific  organic 

10  Resolution  XXVII,  paragraph  i  of  recommendations. 

11  My  records  contain  memoranda  which  I  wrote  at  the  time  advocating  a 
plan  along  these  lines  in  considerable  detail  on  the  administrative  as  well  as  the 
economic  side.  There  is  however  no  space  in  the  present  study  for  such  detailed 
examination. 
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and  mineral  constituents  to  meet  qualitative  deficiencies,  especially 
among  children  and  mothers. 

"The  bulk  supply  of  (i)  grains  or  other  foods  of  high-energy 
value  to  meet  caloric  shortages  could  probably  be  carried  out  through 
an  international  buffer  stock.  There  is  likely  to  be  considerable  sup- 
port for  the  setting  up  of  an  International  Commodity  Council  with 
subcommittees  dealing  with  particular  products.  The  object  would 
be  to  maintain  buffer  stocks  of  some  of  the  basic  primary  products, 
with  a  view  to  reducing  price  fluctuations.  Given  an  international 
buffer  stock  in  wheat  it  should  be  possible  to  make  special  arrange- 
ments for  drawing  on  the  stock  to  a  limited  extent  to  supply  grain 
on  terms  more  favorable  than  commerical  terms  if  an  International 
Food  Council  agreed  that  the  food  position  of  a  deficit  area  justified 
such  a  measure  in  the  interests  of  the  health  of  the  population. 

"An  important  issue  of  policy  arises  at  this  point.  When  it  is  said 
that  there  is  a  'surplus'  of  a  commodity  what  is  meant  in  most  cases 
is  that  at  the  market  price  supply  exceeds  demand.  It  does  not  fol- 
low that  the  need  for  the  commodity  is  satisfied.  When  there  is  a 
wheat  surplus  in  this  sense  it  is  possible  that  millions  of  people  in 
Asiatic  countries  are  subsisting  on  a  diet  below  energy  requirements. 
In  these  circumstances  it  has  been  argued,  for  example  by  Austral- 
ians, that  countries  with  a  wheat  surplus  should  be  allowed  to  sell 
part  of  the  surplus  to  China  or  India  at  prices  far  below  the  prices 
at  which  the  rest  of  the  wheat  has  been  sold. 

"If  all  wheat  exports  were  sold  at  the  very  low  price  which  is 
the  highest  that  the  deficit  Asiatic  areas  could  pay  in  the  assumed 
conditions,  only  a  fraction  of  the  costs  of  wheat  production  would 
be  covered  and  wheat  producers,  other  than  a  section  producing 
at  very  low  costs,  would  face  disaster.  On  the  other  hand,  if  only 
such  wheat  as  cannot  be  sold  at  market  prices  were  sold  at  the  cut 
price  to  customers  unable  to  pay  more,  the  result  would  be  a  gain 
to  the  owners  of  the  surplus.  But  the  majority  of  the  buyers  of  wheat 
would  almost  certainly  object  strongly  to  the  discriminatory  prices. 
Moreover,  suspicions  are  likely  to  arise  between  the  producers  in 
different  areas  if  producers  in  some  areas  where  there  is  a  surplus 
sell  on  their  own  initiative  part  of  their  wheat  at  knock-down  prices. 
Under  such  conditions,  moreover,  the  feeling  may  grow  that  the 
system  of  discriminating  prices  violates  the  spirit  of  liberal  com- 
mercial policies. 
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"Therefore,  there  is  a  strong  and  I  think  a  convincing  case  against 
permitting  such  discriminatory  prices  under  ordinary  commercial 
conditions. 

"On  the  other  hand,  if  an  International  Commodity  Council  and  an 
International  Food  Council  were  set  up  it  would  be  possible  to  work 
out  methods  of  using  a  'surplus'  to  meet  unsatisfied  needs  in  ways  that 
would  not  encounter  these  objections. 

"First,  the  disposal  of  surpluses  at  specially  low  prices  should 
only  be  permitted  under  the  following  conditions : 

"(1)  A  country  which  in  a  given  year  finds  itself  unable  from 
domestic  production  and  imports  through  commercial  channels  to 
meet  the  energy  needs  of  its  population  should  be  entitled  to  place 
before  the  International  Food  Council  a  full  statement  of  its  position 
together  with  an  estimate  of  the  caloric  deficit  which  would  have  to 
be  met  if  the  population  were  to  obtain  its  bare  energy  needs. 

"(2)  The  International  Food  Council  would  then  examine  the 
statement  and  if  in  its  opinion  the  health  and  working  capacity  of 
a  part  of  the  population  of  the  country  making  the  application  were 
dependent  on  imports  of  grain  or  other  foods  of  high-energy  intake 
beyond  what  could  be  obtained  at  market  prices,  then  the  Food 
Council  would  recommend  to  the  International  Commodity  Council 
that  from  the  buffer  stocks  there  should  be  made  available  to  the 
country  in  question  a  specified  amount  at  a  specially  low  price  within 
the  capacity  of  the  country  to  pay.  The  price  would  be  decided  by 
the  two  Councils  and  the  country  in  consultation." 

In  other  papers  I  have  expounded  these  ideas  more  fully  and  with 
some  variations  but  it  would  be  out  of  place  here  to  discuss  the  sub- 
ject exhaustively.  However,  it  is  important  for  the  purposes  of  this 
study  to  examine  the  relations  between  such  proposals  and  the  other 
postwar  plans  which  were  gradually  developing  in  London  and 
Washington.  The  chief  objection  to  the  proposals  was  directed 
against  the  discriminating  prices  which  they  permitted.  Some  of  the 
U.S.  officials  and  delegation  members  held  strongly  that  discrimi- 
nating prices  were  inconsistent  with  the  trade  policies  which  the 
United  States  advocated.  Some  British  officials  and  delegation  mem- 
bers were  concerned,  first  with  the  precedent  which  they  feared 
would  be  created  in  favor  of  a  wider  application  of  discriminating 
prices,  second  with  the  effect  of  the  precedent  on  the  international 
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trade  policies  which  they  had  formulated  and  were  waiting  for  an 
opportunity  to  discuss  with  U.S.  officials,  and  third  with  the  effects 
of  discriminating  prices,  even  if  they  were  applied  in  a  worthy  cause, 
on  the  prices  of  Britain's  large  and  indispensable  wheat  imports. 

Those  of  us  who  believed  that  in  the  long  run  a  constructive  plan 
to  remove  semi-starvation  from  the  earth  would  have  to  be  adopted 
were  ready  to  grant  that  discriminating  prices  under  private  enter- 
prise were  harmful  and  incompatible  with  sound  trade  policies,  but 
maintained  that  it  was  quite  another  matter  when  special  price 
concessions  were  made  by  international  agreement  for  the  purpose  of 
preventing  grave  deterioration  of  health  and  working  capacity. 
A  large  insufficiency  of  food  inevitably  lowers  production  both  of 
food  and  of  other  goods,  and  decline  in  production  is  usually  fol- 
lowed by  decline  in  trade. 

After  studying  the  subject  more  closely  since  1943  I  have  come 
to  the  conclusion  that  the  British  fears  that  such  measures  would 
tend  to  raise  the  prices  of  their  wheat  imports  have  more  substance 
than  the  other  objections  to  the  "special  international  measures  for 
wider  food  distribution."  This  has  been  confirmed  by  unofficial  talks 
which  I  have  had  since  the  war  with  some  of  those  concerned  with 
British  food  policy.  It  has  of  course  special  force  in  the  period  in 
which  the  U.K.  is  struggling  with  balance-of-payments  difficulties. 

The  Hot  Springs  Food  and  Agricultural  Conference  stands  out  as 
the  most  comprehensive  and  unified  treatment  of  any  of  the  chief 
postwar  questions.  Within  its  inescapable  limits  it  shirked  no  issue 
and  sidetracked  no  difficulties.  Even  where  it  failed  to  reach  decided 
conclusions,  as  on  special  measures  to  meet  peacetime  inadequacies 
of  whole  nations,  it  recommended  full  examination  by  a  permanent 
international  body.  With  this  excellent  foundation  for  subsequent 
planning  in  detail  we  returned  to  our  various  stations  in  high  hopes 
and  with  a  range  of  vision  that  extended  to  the  distant  heights 
without  overlooking  the  formidable  obstacles  that  lay  in  the  immediate 
path. 


CHAPTER   VIII 

Food  Relief  Planning 
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n  1942  a  growing  scarcity  of  food  in  most  of  the  oc- 
cupied countries  aroused  apprehension  not  only  for 
the  war  but  also  for  the  immediate  postwar  years.  International  trade 
in  fertilizer,  in  animal  feedstuffs,  and  in  agricultural  equipment 
had  been  cut  off  by  the  blockade  of  Europe.  Britain  had  kept  the 
seas  open,  but  the  wartime  demands  for  shipping  and  the  destruc- 
tion wrought  by  submarines  had  early  forced  her  to  restrict  food 
imports  to  necessities.  In  the  belligerent  countries,  agricultural  work- 
ers had  been  drawn  off  the  farms  in  large  numbers  into  the  armed 
forces  and  munition  works.  In  Germany  they  had  been  replaced  by 
prisoners  of  war  but  this  depleted  the  labor  and  reduced  the  produc- 
tion of  the  occupied  countries  from  which  the  prisoners  had  been 
drawn.  Over  most  of  Europe  livestock  were  greatly  reduced  in  order 
to  turn  cereal  and  root  feedstuffs  into  direct  human  consumption. 
These  changes  were  brought  home  to  the  public  by  the  imposition 
and  the  enforcement  with  varying  efficiency  of  drastic  food  rationing. 
North  America,  in  sharp  contrast,  was  little  affected  by  these  condi- 
tions, and  food  consumption  was  rising  above  prewar  levels.  The 
increased  incomes  of  workers  who  were  now  drawn  into  wartime 
economic  activities  were  increasing  the  demand  for  the  more  ex- 
pensive types  of  foods.  But  "surpluses"  of  a  number  of  foods 
continued  for  some  time  after  the  war  began,  and  the  Lend-Lease 
Act  was  welcomed  by  the  Department  of  Agriculture  and  the  farm- 
ers as  a  means  of  reducing  them.  In  1941  and  most  of  1942  the 
purchasing  missions  of  the  Ministry  of  Food  were  pressed  to  buy 
freely  and  were  given  no  hint  of  any  shortages  to  come. 

However,  some  of  those  who,  like  the  present  writer,  were  called 
on  to  deal  with  food  questions  in  this  period  were  impressed  most 
of  all  with  the  widespread  ignorance  of  the  extent  of  these  changes. 
Qualitative  knowledge  might  set  the  direction  of  planning,  but  it 
could  do  little  more:  quantitative  knowledge  was  indispensable  to 
the  preparation  of  working  plans,  both  for  the  wartime  and  for  the 
postwar  period.  At  the  end  of  1942  no  satisfactory  quantitative  data 
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had  been  prepared  in  London  or  Washington  on  food  consumption 
per  head  of  population  in  the  European  countries  or  even  in  the 
United  Kingdom  and  North  America ! 

Such  was  the  position  when  the  first  food  plans  were  drawn  up  for 
the  immediate  postwar  or  rather  post-liberation  period.  Late  in  1942 
both  military  and  civilian  quarters  in  London  were  concerned  about 
the  food  conditions  in  the  areas  that  would  be  liberated  in  the  in- 
vasions that  were  being  planned  and  the  execution  of  which  had  al- 
ready begun  in  the  Mediterranean.  The  military  authorities  did  not 
wish  to  be  encumbered  with  any  more  civilian  supplies  than  were 
essential  to  the  prompt  success  of  their  operations.  But  it  was  be- 
lieved that  food  supplies  were  low  in  many  of  the  areas  which  it  was 
hoped  to  liberate  and  it  was  realized  that  starvation  or  extreme  dis- 
tress among  civilians  behind  the  lines  might  impede  the  advance  of 
the  Allied  troops. 

In  September  1941,  the  Inter- Allied  Post  War  Requirements 
Bureau  had  been  set  up  in  London  by  the  United  Kingdom  and  the 
European  Allied  Governments  in  Exile.1  In  November  1942  the 
organization  was  requested  to  make  a  prompt  report  on  the  food 
needs  of  the  liberated  areas  in  an  "emergency  period"  immediately 
after  liberation.  A  committee  was  formed  of  which  I  was  appointed 
chairman.  It  included  a  distinguished  group  of  British  and  European 
agricultural  and  nutrition  experts  and  F.  L.  MacDougall,  an  Austral- 
ian who  had  played  a  leading  role  with  Stanley  Bruce  in  the  out- 
standing work  of  the  League  of  Nations  on  food  and  nutrition. 

The  experience  of  this  committee  brought  out  clearly  the  great 
difficulties  that  beset  all  efforts  to  formulate  in  advance  plans  for 
immediate  relief  or  early  reconstruction.  Generally  postwar  planning 
for  the  short  run  seems  to  have  been  even  more  difficult  than  plan- 
ning for  the  long  run.  Two  months  of  incessant  labors  were  necessary 
to  reach  agreement  in  a  highly  qualified  committee  all  of  whose 
members  were  imbued  with  a  spirit  of  good  will  and  a  sense  of 
urgency.  We  had  no  precedents  and  no  examples  to  follow  and  were 
in  the  position  of  pioneers  in  an  almost  unknown  territory.  The 
countries  for  which  we  were  requested  to  plan  were,  except  for  the 
activities  of  guerillas,  entirely  under  the  control  of  the  enemy.  None 
but  clandestine  movements  and  communications — at  the  risk  of 
life — could  be  made  between  them  and  Britain.  Information  on 
1  See  chapter  ix,  pp.  147-48. 
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the  conditions  of  life  in  the  occupied  countries  was  scanty,  often 
inconsistent,  and  sometimes  contradictory.  Even  under  prewar  condi- 
tions and  with  full  access  to  the  countries,  an  appraisal  of  their  food 
conditions  would  have  been  difficult  and  the  results  subject  to  much 
error.  In  1942  the  difficulties  were  so  great  that  at  the  outset  some 
members  of  the  committee  argued  that  the  only  method  of  work 
was  to  make  a  guess  in  round  millions  of  the  number  of  people  who 
would  have  to  be  fed !  To  these  members  it  was  necessary  to  explain 
the  procedures  that  would  have  to  be  followed  to  obtain  food  for 
relief.  The  chances  were  that  when  the  first  areas  were  liberated,  and 
for  some  time  afterwards,  the  war  would  still  be  going  on  and  the 
demand  for  relief  food  would  be  one  of  a  number  of  competing  de- 
mands, military  and  civilian,  some  of  which  would  be  regarded  until 
the  war  ended  as  even  more  urgent  than  civilian  relief  in  the  liberated 
areas.  Hence  there  would  be  little  chance  of  persuading  the  supply 
authorities  to  set  aside  food  for  civilian  relief  unless  the  demand  were 
supported  by  the  fullest  information  obtainable  and  by  sound  reason- 
ing based  on  it. 

Our  plan  of  work  may  be  summarized  very  briefly,  since  it  was 
followed  subsequently  by  the  other  bodies  concerned  with  relief 
planning  in  Great  Britain  and  the  United  States  and  in  UNRRA. 
The  needs  of  each  country  were  estimated  separately.  They  depended 
on  the  quantity  of  food  that  might  be  expected  to  be  in  the  country 
at  the  time  of  liberation  and  the  level  of  consumption  to  which  it 
was  decided  to  raise  the  civilian  population.  Each  of  these  quantities 
was  the  subject  of  prolonged  discussion  and  of  many  differences 
of  opinion  that  could  be  resolved  only  after  weeks  of  effort.  Relief 
requirements  were  then  calculated  by  subtracting  the  estimates  of 
domestic  food  supply  from  the  estimates  of  the  supply  that  would 
be  needed  to  bring  the  population  to  the  appropriate  level  of  con- 
sumption. To  add  to  the  difficulties,  estimates  of  the  civilian  popula- 
tions of  the  countries  were  far  from  reliable. 

The  estimates  of  domestic  food  production  proved  to  be  one  of 
the  most  difficult  tasks  in  drawing  up  food  requirements,  not  only 
then  but  all  through  the  war  and  for  some  time  after  it.  In  making 
them  we  faced  not  only  technical  but  also  political  difficulties.  War- 
time work  on  international  food  questions  called  for  as  much  diplo- 
macy as  technical  skill.  The  representatives  of  the  Allied  Govern- 
ments in  Exile  were  in  a  difficult  position.  Haunted  by  doubts  about 
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the  reception  they  would  get  in  their  own  countries  after  the  war, 
they  wished  to  place  it  on  record  that  they  had  striven  for  and  where 
possible  had  obtained  undertakings  from  the  chief  Allied  powers 
to  send  adequate  relief  to  their  countrymen  promptly  after  liberation. 
They  hoped  that  when  the  time  came  to  return  to  their  countries 
they  would  be  able  to  demonstrate  that,  although  they  had  avoided 
the  dangers  and  hardships  of  the  occupation,  they  had  nevertheless 
used  their  time  in  exile  to  the  subsequent  benefit  of  their  country- 
men who  had  remained  at  home.2  All  this  made  them  predisposed 
to  accept  the  lower  rather  than  the  higher  estimates  of  the  domestic 
food  supplies  in  the  occupied  areas  and  the  higher  rather  than  the 
lower  suggested  levels  of  consumption  to  be  established  by  relief  ship- 
ments.3 In  all  estimates  of  domestic  production  there  was  a  consider- 
able range  of  probable  error.  Generally  the  continental  European 
members  argued  for  figures  in  the  lower  part  and  the  British  and 
American  members  for  figures  in  the  higher  part  of  this  range  of 
uncertainty.  Reasonable  compromises  could  be  made  so  long  as  the 
Allied  members  did  not  press  their  estimates  below  the  lower  fringe 
of  this  sloping  no  man's  land.4  In  spite  of  all  the  difficulties  the  com- 
mittee in  the  end  agreed  on  estimates  of  domestic  supplies  in  each 
of  the  occupied  countries  of  Europe. 

When  the  committee  turned  from  production  to  consumption  it 
first  reached  the  important  conclusion,  generally  accepted  sub- 
sequently in  all  work  on  food  requirements,  that  in  most  areas  the 
food-producing  agricultural  classes  were  able — in  some  areas  too 
well  able — to  look  after  themselves,  and  would  need  no  food  relief. 
In  many  areas  they  seemed  to  have  been  holding  back  from  the 

2  However  during  the  periods  when  the  bombing-  of  London  was  particularly 
heavy  we  found  that  the  Allied  representatives  were  less  worried  over  the 
attitude  of  those  who  had  stayed  home  and  who,  on  such  occasions,  were  safer 
than   people   in  London. 

3  The  pressure  to  inflate  estimates  of  requirements  generally  came  from  the 
Allied  political  representatives  rather  than  the  technical  representatives,  and 
I  found  it  necessary  on  several  occasions  through  the  war  to  go  to  the  higher 
political  representatives  who  were  not  on  the  food  committees  and  try  to 
persuade  them  to  change  their  instructions  to  their  technical  representatives 
and  to  allow  technical  bodies  to  function  as  technical  bodies. 

4  Other  difficulties  arose  over  conversion  factors  to  be  used  in  calculating  the 
calorie  and  protein  values  of  carcasses  and  the  available  carbohydrate  values 
of  cereals.  The  average  weight  of  carcasses  had  fallen  in  the  occupied  countries, 
but  some  of  the  Allied  members  suggested  factors  so  low  that,  if  correct,  the 
animals  must  have  been  little  more  than  walking  skeletons !  However,  there 
were  also  differences  due  to  imperfect  knowledge  and  investigation  in  the  past, 
apart  from  any  political  influences. 
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market  enough  food  to  supply  their  full  caloric  needs.  There  could 
be  little  doubt  that  they  would  continue  to  do  this  for  some  time 
after  liberation;  for  the  administrative  controls,  never  wholly  effec- 
tive, would  probably  be  weaker  in  the  immediate  postwar  period 
than  they  had  been  during  the  war.  Later  experience  confirmed  the 
soundness  of  the  assumption  that  the  problem  of  food  relief  was 
chiefly  an  urban  problem;  except  for  certain  areas  such  as  the  Dal- 
matian coast,  the  agricultural  populations  were  excluded  from  esti- 
mates of  requirements. 

Turning  to  the  level  of  consumption,  the  committee,  after  long 
discussion  and  much  argument,  adopted  what  came  to  be  known  as 
the  2,000-calorie  level  for  the  urban  populations  that  needed  food 
relief.  This  abbreviated  phrase  led  to  much  popular  misunderstand- 
ing. It  meant  that  the  caloric  value  of  the  relief  food  needed  would 
be  calculated  by  multiplying  the  relief  population  by  2,000  times  the 
number  of  days  in  the  relief  period.  The  food  would  therefore  be 
enough  to  give  an  average  of  2,000  calories  per  person  per  day  to 
the  relief  population.  But  the  actual  needs  of  individuals  differed 
considerably  according  to  age,  sex,  and  occupation,  and  the  total 
food  supplies  were  to  be  distributed  roughly  according  to  comparative 
needs.  For  example,  small  children  and  old  people  would  get  less 
than  2,000  calories,  manual  workers  more  and  heavy  manual  workers 
substantially  more. 

From  this  time  "calories"  became  almost  a  political  issue  and  the 
"2,000-calorie  level"  was  frequently  on  the  lips  of  Allied  ministers, 
civil  servants,  and  others,  many  of  whom  had  only  a  vague  conception 
of  its  significance.  It  was  even  mentioned  in  the  dignified  deliberations 
of  the  House  of  Lords.  It  attracted  supporters  and  opponents — 
especially  opponents — from  various  quarters  where  a  new-found 
interest  in  the  mysteries  of  nutrition  suddenly  appeared.  It  aroused 
indignation  among  humanitarians  full  of  sympathy  for  the  plight 
of  the  peoples  in  the  occupied  areas.  And  inevitably,  through  over- 
simplification, it  led  to  gross  misunderstandings  and  extraordinary 
misconceptions.  Some  thought  it  implied  that  brawny  manual  work- 
ers wielding  pickaxes  or  sledgehammers  would  have  to  subsist  on 
2,000  calories.  Others  described  it  as  a  "starvation  diet"  that  would 
turn  the  liberated  peoples  against  their  liberators.  The  idea  that  no 
one  would  get  more  than  2,000  calories,  incredible  though  it  appeared 
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to  those  familiar  with  the  subject,  was  widely  accepted  in  popular 
discussions. 

The  question  what  caloric  intake  is  needed  to  maintain  health  and 
working  capacity  is  difficult  to  answer  with  precision.  The  necessary 
intake  depends  not  only  on  sex  and  age  but  also  on  output  of  energy, 
which  differs  widely  among  individuals  of  the  same  age  and  sex. 
What  we  sought  was  a  rough  average  figure,  easily  used  in  calcula- 
tions, which  would  provide  a  diet  sufficient  to  remove  danger  of 
starvation  and  to  enable  moderate  working  activity  to  be  carried  on. 
We  estimated  that  the  "2,000-calorie  level"  would  probably  supply 
rather  more  than  two-thirds  of  full  caloric  needs,  the  exact  propor- 
tion depending  on  the  extent  to  which  waste  was  taken  into  account. 
If  no  allowance  were  made  for  waste  at  any  stage  from  production 
to  consumption  it  would  probably  be  close  to  two-thirds;  if  full 
allowance  were  made  at  every  stage,  it  would  probably  be  close  to 
three-quarters.5 

The  case  for  the  2,000-calorie  level  was  based  at  this  time  chiefly 
on  the  expectation  of  a  continued  scarcity  of  transport,  especially 
of  ships  and  landing  craft.  The  necessity  of  landing  large  armies 
on  the  mainland  of  Europe  dominated  both  naval  and  military  strat- 
egy and  the  pattern  of  war  production.6  The  greater  the  space  given 
to  civilian  supplies  the  less  there  would  be  for  military  supplies,7 
and  the  longer  the  war  would  last. 

Having  completed  estimates  of  domestic  food  supplies  and  de- 
termined the  level  to  which  the  food  consumption  of  the  non-agri- 
cultural populations  should  be  raised,  we  turned  to  the  composition 
of  the  foods  to  be  supplied,  and  decided  to  cast  our  recommenda- 
tions in  the  form  of  requirements  of  specific  quantities  of  a  small 
number  of  staple  foods,  with  cereals  in  much  greater  quantity  than 

5  Waste  occurs  at  the  source,  during  manufacture,  in  wholesale  and  retail 
distribution,  and  in  households  and  restaurants.  In  estimates  during  the  war  the 
practice  was  increasingly  followed  of  calculating  supplies  and  requirements 
"at  the  retail  stage" — that  is,  allowing  roughly  for  waste  up  to  the  point  where 
the  consumer  receives  the  food  for  final  consumption.  Little  is  known  of  the 
extent  of  waste  in  households. 

6  Unfortunately  for  some  time  it  did  not  dominate  production  as  much  as  it 
should  have  done.  See  the  illuminating  study  of  General  Sir  Frederick  Morgan, 
Overture   to   Overload,   1944,  pp.   131,   143,   145,   170-171. 

7  It  was  more  difficult  than  might  have  been  expected  to  convince  European 
allied  representatives  of  this.  At  some  stages  I  think  the  extravagantly  large 
"PX"  supplies  to  U.S.  soldiers  and  civilians  in  Europe  made  a  bad  impression. 
The  priority  given  to  them  seems  to  have  arisen  from  a  philosophy  in  the  War 
Department  that  refused  to  treat  the  American  soldier  as  an  adult. 
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any  other,  in  weight,  volume,  and  energy  value.  The  cereals  were  to  be 
supplied  as  far  as  possible  in  the  form  of  whole  grain,  and  the  re- 
ceiving countries  were  to  mill  the  grain  at  an  extraction  rate  of  ap- 
proximately 85  per  cent,  the  residue  to  be  used  as  animal  feedstuff's. 
Rationing  was  to  be  maintained,  and  special  provisions  were  to 
be  continued,  or  where  they  did  not  already  exist  were  to  be  estab- 
lished, to  safeguard  the  nutrition  of  infants,  children,  nursing  and 
pregnant  women,  and  sick  persons. 

It  was  already  clear  to  us  that  there  would  be  a  serious  world 
shortage  of  foodstuffs  of  animal  origin  and  of  fats  and  oils  of  both 
animal  and  vegetable  origin,  and  that  at  least  the  shortage  of  animal 
foodstuffs  would  be  likely  to  continue  for  several  years  after  the 
war.  Consequently  the  statement  of  requirements  for  these  scarce 
foods  was  kept  down  to  low  levels  which  were  determined  partly  by 
opinions  about  nutritional  needs  and  partly  by  recognition  of  the 
importance  of  custom  and  habit.  As  to  nutritional  needs,  there  was 
some  concern  about  the  difficulty  of  obtaining  enough  vitamin  A  and, 
among  some  members,  about  the  difficulty  of  obtaining  enough  pro- 
tein of  high  quality.  But  the  evidence  on  protein  needs  was  obscure 
and  conflicting,  and  those  who  argued  for  higher  requirements 
of  animal  protein  were  apparently  influenced  more  by  the  alleged 
need  to  make  up  for  protein  depletion  under  war  food  conditions 
than  by  current  necessities  in  a  short  relief  period.  Over  a  large  part 
of  occupied  Europe,  however,  the  evidence  of  serious  malnutrition 
among  the  Allied  populations  was  scanty,  and  although  there  were 
a  few  ardent  advocates  of  high  requirements  of  animal  foods  and 
even  of  vitamin  capsules  the  committee  in  the  end  came  to  a  moderate 
and  practicable  plan  that  tried  to  cut  the  coat  according  to  the 
cloth.  But  much  concern  was  felt  over  the  nutritional  needs  of  in- 
fants, young  children,  and  pregnant  and  nursing  mothers.  Here 
even  short-run  deficiencies  might  be  serious,  and  careful  plans  were 
drawn  for  the  supply  of  supplementary  foods  and  nutrients  and  for 
their  appropriate  distribution  among  these  groups.  But  shortage 
of  milk  was  a  grave  handicap  to  these  efforts,  and  although  we  recom- 
mended that  all  available  milk  should  be  reserved  for  the  special 
groups  our  estimates  left  little  hope  that  all  the  child  population 
could  be  supplied.  Hence  we  recommended  the  provision  of  chocolate 
fortified  by  vitamin  A  for  the  children  who  could  not  get  milk.8 
8  Visiting   Mr.   Keynes   one   day  about  this  time  I   found  him  reading  our  re- 
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The  report  of  the  committee  was  widely  circulated  in  London  and 
Washington  departments.  The  magnitude  of  the  requirements  put 
forward  impressed  the  supply  authorities  and  helped  to  correct  over- 
optimistic  ideas  still  lingering  from  the  days  of  surpluses.  The  esti- 
mates were  of  course  subject  to  periodic  change  as  harvest  prospects 
changed.  But  a  method  of  approach  had  been  laid  down  which,  with 
some  improvements  in  detail,  held  the  field  throughout  the  war  in 
the  formulation  of  requirements.9  This  was  unequivocal  short-run 
planning  with  a  clearly  defined  and  limited  objective.  Its  chief  diffi- 
culties came  from  the  scarcity  of  information  and  from  the  intrusion 
of  political  motives. 

This  report  and  that  of  the  Tolley  Committee  in  Washington  had 
hardly  been  completed  when  President  Roosevelt  called  for  a  United 
Nations  food  conference.  As  is  shown  in  another  chapter,  the  urgent 
food  needs  of  the  short  run  were  strongly  emphasized  at  Hot  Springs. 
Unfortunately,  the  Interim  Organization  charged  with  the  prepara- 
tion of  plans  for  a  permanent  food  and  agricultural  organization 
moved  very  slowly,  and  when  the  organization  was  set  up  it  fought 
shy  for  some  time  of  short-run  food  problems. 

But  food  planning  for  the  short  run  became  more  and  more  urgent 
and  went  on  through  many  channels,  both  military  and  civilian. 
First  the  new  office  set  up  within  the  State  Department  and  headed 
by  Governor  Lehman,  took  up  food  along  with  other  relief  ques- 
tions. Later  in  1943  the  plans  for  the  creation  of  a  United  Nations 
Relief  and  Rehabilitation  Organization  were  completed  and  the 
organization  was  set  up  in  November.  From  the  beginning  it  was 
clear  that  food  would  constitute  the  largest  single  item  in  interna- 
tional relief.  The  rehabilitation  of  agriculture  as  quickly  as  possible 

port.  He  expressed  approval  of  the  report  and  recommendations  and  asked  me 
to  meet  him  in  the  Bank  of  England  two  days  later.  Arriving  there  I  found 
both  Mr.  Keynes  and  L.  J.  Cadbury,  another  director  of  the  Bank,  in  the 
room.  Keynes  asked  me  to  expound  the  recommendation  on  vitaminized 
chocolate  and  then  asked  Mr.  Cadbury  whether  enough  capacity  had  been  left 
in  the  chocolate  industry  to  manufacture  the  quantities  specified  in  our  report. 
After  some  technical  discussion  conclusions  were  reached  on  the  resources 
needed  to  produce  the  required  quantity  and  Keynes  wrote  and  circulated  an 
interdepartmental  paper  embodying  the  conclusions  and  vigorously  urging 
prompt  action.  When  France  was  invaded  in  the  next  year  the  21st  Army 
Group  took  with  them  supplies  of  vitaminized  chocolate  as  recommended.  This 
incident  illustrates  both  the  catholicity  of  Keynes's  interests  and  his  deep  hu- 
manitarian instincts. 

9  An  able  United  States  committee  was  working,  unknown  to  us,  about  the 
same  time  in  Washington  with  Dr.  Howard  Tolley  as  chairman. 
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after  liberation  of  the  occupied  areas  was  therefore  accepted  as  one 
of  UNRRA's  main  objects  in  the  field  of  rehabilitation,  as  food 
was  in  the  field  of  relief. 

But  between  the  time  of  the  reports  by  the  Inter- Allied  Committee 
and  Tolley  Committee  in  Washington  and  the  time  when  UNRRA 
began  its  work  there  was  a  great  and  haphazard  growth  of  food  re- 
lief planning.  A  memorandum  of  mine  sent  to  Washington  in  Sep- 
tember 1943,  which  argued  the  case  for  the  unification  of  food  relief 
plans,  showed  that,  taking  London,  Washington  and  Cairo  together, 
there  were  eleven  different  bodies  independently  formulating  relief 
requirements,  all  of  them  overlapping  as  to  the  areas  covered  and 
few  of  them  knowing  what  the  others  were  doing  or  even  whether 
or  not  they  were  doing  anything!  Even  within  the  War  Depart- 
ment in  Washington  the  International  Division  of  the  Quarter- 
master Corps  was  at  odds  with  the  Civil  Affairs  Division. 

However,  the  confusion  in  food  relief  planning  was  due  partly 
to  a  number  of  political  decisions  made  in  1943.  It  was  decided  that 
in  the  early  period  of  liberation  food  relief  supplies  should  be  the 
responsibility  of  the  military  authorities.  But  the  so-called  military 
period  was  never  defined  clearly  enough  for  practical  purposes,  and 
UNRRA's  early  approaches  to  the  allocating  authorities  were  ham- 
pered by  its  inability  to  state  precisely  when  the  food  which  it  was 
requesting  would  be  needed.  Such  facile  political  decisions  at  the  "top 
level,"  giving  a  deceptive  impression  of  simplicity,  often  create  insur- 
mountable practical  difficulties  at  the  "working  level,"  where  general 
statements  have  to  be  interpreted  to  produce  detailed  operating 
plans.  These  difficulties  were  increased  by  the  refusal  of  the  War 
Department  to  cooperate  with  the  civil  agencies  and  with  the  inter- 
national secretariat  of  UNRRA  on  the  ground  that  military  secrets 
concerning  the  place  or  places  of  invasion  might  be  given  away.  Those 
of  us  who  advocated  the  unification  of  food  relief  pointed  out  that 
there  would  be  no  danger  of  this  if  relief  plans  were  made  simul- 
taneously to  cover  all  European  occupied  areas. 

In  November  1943,  the  confusion  was  increased  by  the  decision 
that  UNRRA  would  procure  and  finance  food  supplies  only  for  its 
Central,  Eastern  and  Southern  and  not  for  its  Western  European 
members,  who  would  procure  and  finance  their  supplies  independ- 
ently. Since  this  led  to  separate  and  independent  formulations  of  re- 
quirements for  the  two  areas,  those  of  us  who  agitated  for  unified 
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requirements  raised  the  question  what  assurance  there  could  be  that, 
in  applying  for  scarce  food  supplies  and  shipping  space,  common 
methods  of  formulating  requirements  would  be  followed.  An  at- 
tempt was  made  to  meet  this  criticism  by  giving  power  to  the  Director 
General  of  UNRRA  to  comment  on  and,  if  he  thought  fit,  to  object 
to  the  requirements  presented  to  the  allocating  authorities  by  the 
liberated  countries  that  paid  for  their  own  supplies.  But  this  ap- 
peared at  the  time  to  many  of  us  to  be  an  unsatisfactory  compromise, 
and  the  fundamental  objection  remained  which  I  expressed  at  the 
time  as  follows:  "The  existence  of  more  than  one  plan  becomes  a 
definite  hindrance  when  the  supply  authorities  and  financial  au- 
thorities are  called  upon  to  allocate  supplies  and  appropriate  funds. 
Such  authorities  are  naturally  inclined  to  delay  action  until  the  plans 
are  harmonized  by  their  authors  or  submitted  to  another  group  of 
technicians  for  detailed  appraisal  or  reworking.  This  takes  time." 

Behind  the  multiplicity  of  plans  lay  an  assumption  that  require- 
ments must  be  formulated  by  those  charged  with  the  administration 
or  supervision  of  the  area  in  which  the  relief  was  to  be  given.  This 
assumption,  always  tenaciously  followed  by  the  military  in  Wash- 
ington, has  little  but  military  tradition  to  support  it.  Much  effort 
and  time  would  have  been  saved  and  could  have  been  turned  to  other 
purposes,  if  a  single  group  of  the  best  experts  in  London  and  Wash- 
ington had  been  formed  and  given  a  monopoly  of  the  task  of 
preparing  relief  requirements,10  always  in  consultation  with  the 
countries  concerned. 

In  London  we  made  strenuous  efforts  to  accomplish  this  in  limited 
aspects  of  food  relief.  We  believed,  for  example,  that  once  agreement 
was  obtained  on  estimates  of  domestic  food  supplies  in  the  areas 
to  be  liberated  one  of  the  main  obstacles  to  agreement  on  food  relief 
needs  would  be  removed.  Fortunately,  for  a  time  we  found  sympa- 
thetic officials  in  the  War  Food  Administration  (particularly  Dr. 
John  Cassels)  and  in  the  Department  of  Agriculture,  and,  through 
the  support  of  Ambassador  Winant  and  Philip  Reed  a  Combined 
Food  Working  Party  was  formed,  composed  of  U.S.,  U.K.,  and 
UNRRA  experts,  which  met  in  London  from  time  to  time  and 

10 1  do  not  suggest  that  this  should  have  been  done  at  the  very  beginning. 
In  blazing  a  new  trail  independent  efforts  may  produce  better  results  at  the 
outset.  But,  this  no  longer  applies  when  the  basic  methods  are  laid  down  and 
represent  the  consensus  among  competent  experts.  By  the  middle  of  1943  the 
time  for  unification  had  come. 
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reached  agreements  on  estimates  of  food  in  the  occupied  and  later 
the  liberated  areas.  Both  UNRRA  and  SHAEF  made  substantial 
use  of  these  data.  The  difficulties  with  the  military  were  much  reduced 
by  a  decision  that  the  theater  commander  was  to  be  the  judge  of 
requirements.  SHAEF  was  much  easier  to  work  with  than  the 
Pentagon,  and  on  an  informal  basis  effective  cooperation  took  place 
among  embassy  officials,  UNRRA  officials,  and  the  SHAEF  staff 
concerned  with  civilian  needs  in  the  areas  to  be  liberated.  The 
methods  of  formulating  food  requirements,  the  evidence  concerning 
domestic  supplies  in  occupied  areas,  and  the  level  to  which  an  at- 
tempt was  made  to  raise  the  civilian  populations  were  all  markedly 
influenced  by  the  experience  gained  in  London. 

New  advances  were  made  in  the  estimation  of  food  consumption 
in  the  United  Kingdom,  Canada,  and  the  United  States,  following 
a  dispute  within  the  Lend-Lease  and  War  Food  Administrations 
over  the  level  of  consumption  in  the  United  Kingdom.  With  the 
growing  scarcity  of  food  in  the  world  as  a  whole,  the  allocating 
authorities  in  Washington  began  to  look  more  closely  into  the  basis 
of  the  claims  that  were  brought  before  them.  When  British  require- 
ments were  questioned  the  British  Ministry  of  Food,  with  our  sup- 
port in  the  embassy,  proposed  an  impartial  inquiry  by  experts.  There 
was  extraordinary  uncertainty  about  actual  consumption  in  any 
country.  The  proposal  was  accepted  and  applied  with  great  success. 
In  meetings  in  London,  Washington,  and  Ottawa  of  what  came  to 
be  called  the  Food  Consumption  Level  Inquiry,  the  most  compre- 
hensive investigation  made  up  to  then  or  since,  covering  the  United 
Kingdom,  the  United  States,  and  Canada,  established  complete 
agreement  among  British,  American,  and  Canadian  experts,  opened 
new  paths  in  its  methods  of  approach,  and  aided  planning  in  the 
postwar  as  well  as  the  war  period. 

Thus,  in  spite  of  all  the  confusion  and  overlapping,  notable  ad- 
vances in  knowledge  were  made  which  later  produced  important 
practical  results.  With  the  growing  habit  and  improving  technique 
of  making  appraisals  of  the  food  situation  on  the  European  and 
American  continents  it  became  possible  to  foresee  far  better  than 
ever  before  the  probable  postwar  difficulties  and  dangers  and,  as  far 
as  political  conditions  permitted,  to  plan  in  advance  to  forestall  or 
mitigate  them. 

In  the  spring  of  1943  an  ad  hoc  food  committee  of  the  Committee 
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of  the  Council  for  Europe  of  UNRRA  was  appointed  with  instruc- 
tions to  lay  down  "the  bases  of  requirements"  for  food  relief.  This 
did  not  mean  estimation  of  the  precise  quantitative  needs  at  any- 
particular  time  but  a  statement  of  the  principles  which  were  to  govern 
the  formulation  of  food  requirements.  At  the  outset  the  majority  of 
the  committee  insisted  on  planning  only  for  the  "post-emergency" 
period,  on  the  assumption  that  SHAEF  would  look  after  the  earlier 
period.  This  arose  from  the  continued  fears  of  most  of  the  Allied 
representatives  of  the  reception  they  would  get  in  their  own  coun- 
tries, and  their  unwillingness  to  have  their  names  linked  with  any 
disagreeably  but  unavoidably  low  levels  in  the  early  days  of  libera- 
tion. Dr.  Cassells  and  I,  who  represented  the  United  States  on  the 
committee,  proposed  that  three  standards  should  be  laid  down  as 
the  objectives  for  three  successive  stages :  first,  the  2,000-calorie  level 
for  the  emergency  period;  second,  a  2,250-calorie  level  to  increase 
working  capacity;  and  third,  a  2,500-  or  2,600-calorie  level  to  meet 
all  or  most  energy  needs.  How  far  UNRRA  should  go  would  be 
determined  by  the  resources  given  to  it  and  the  comparative  urgency 
of  needs  for  other  goods.  But  opposition  to  this  proposal  for  political 
reasons  was  intense  and  in  the  end  a  target  of  2,650  calories  was 
set  up  to  be  approached  as  nearly  as  circumstances  would  permit. 
Dr.  Cassells  and  I  considered  that  this  target  was  unreal  for  working 
purposes  but  of  secondary  importance  so  long  as  it  was  understood 
to  be  merely  a  long-distance  aim  to  be  reached  only  if  supplies  per- 
mitted.11 

The  most  difficult  and  important  issue  was  that  concerned  with 
distribution  among  the  Allies :  on  this  question  we  were  not  willing 
to  compromise.  The  difficulty  arose  out  of  the  differences  between 
the  living  conditions  of  the  Western  European  countries  and  those 
of  the  countries  to  be  supplied  by  UNRRA.  The  Western  Allies 
wished  to  adopt  criteria  that  would  at  least  partly  restore  their  pre- 
war advantages  over  the  rest  of  Europe.  Although  they  would  not 
be  supplied  by  UNRRA  they  had  an  important  interest  in  the 
UNRRA  bases  of  requirements  for  food,  for  they  were  or  would  be- 

11  For  a  contrary  view  see  J.  Lindberg,  Food,  Famine,  and  Relief,  Princeton, 
League  of  Nations,  1946,  pp.  94-96.  It  should  be  noted  that  some  of  the  Allied 
ministers  who  pressed  for  this  high  level  changed  their  minds  later  when  a 
choice  had  to  be  made  between  spending  all  their  UNRRA  funds  for  food  and 
dividing  them  between  food  and  other  urgent  requirements  for  restarting  home 
production. 
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come  claimants  before  the  allocating  authorities  for  the  scarce  foods 
that  UNRRA  sought  for  its  members.  If  UNRRA  were  given  funds 
to  restore  prewar  levels  fully  it  would  be  reasonable  to  agree  to 
differential  levels  between  the  two  groups  of  countries.  But  we  did 
not  believe  that  the  funds  or  the  supplies  would  permit  this,  and 
we  believed  that  at  low  levels  the  principle  of  equality  of  treatment 
in  calorie  levels  should  be  upheld.  The  composition  of  foods  might 
differ :  in  fact  the  Southern  and  Eastern  European  countries  did  not 
seek  to  obtain  the  same  amounts  of  animal  foodstuffs  per  capita  as 
the  Western  countries  requested. 

The  idea  that  relief  diets  should  resemble  roughly  the  cus- 
tomary diets  of  each  area  was  generally  accepted,  and  the  argu- 
ments of  the  Eastern  and  Southern  European  representatives  for 
sharing  alike  were  confined  to  calorie  levels.  It  was  generally  recog- 
nized, too,  that  the  principle  of  equality  of  treatment  could  be  applied 
in  practice  only  within  the  limits  of  the  shipping  and  inland  trans- 
port that  would  be  available  for  transporting  food  at  the  time,  and 
should  therefore  be  interpreted  or  qualified  to  mean  that  the  al- 
locating authorities  should  refuse  additional  allocations  to  a  country 
which  had  reached  a  specified  level  only  when  such  allocations  would 
hinder  other  countries  below  that  level  from  reaching  it.  Thus,  if 
Norway  had  reached  the  level  and  Poland  was  still  below  it,  but 
land  transport  to,  or  port  capacity  in,  Poland  made  it  impossible 
to  place  more  shipments  in  Poland  for  the  time,  it  would  be  in  order 
for  Norway  to  receive  additional  shipments. 

On  the  UNRRA  committees  my  colleagues  and  I  had  advocated 
from  the  beginning  that  the  committees  on  requirements  should  con- 
fine themselves  to  matters  of  policy  and  should  leave  to  the  secretariat 
the  details  of  planning  and  the  execution  of  policies.  The  conditions 
affecting  relief  and  rehabilitation  were  continually  changing  and  the 
secretariat  should,  we  argued,  be  free  to  adapt  requirements12  and 
other  details  of  planning  to  the  changes  without  being  obliged  to 
obtain  the  sanction  of  slow-moving  committees  on  every  detail.  This 
argument  was  reinforced  by  the  difficulty  of  keeping  political  issues 
out  of  technical  committees.  What  appeared  to  be  innocuous  details 
of  planning  and  administration  were  sometimes  transformed  into, 

12  The  requirements  themselves  changed  with  revisions  in  the  estimates  of 
indigenous  supplies.  The  proper  function  of  the  committee  was  to  agree  on  the 
principles  of  estimating  requirements  but  not  to  be  continually  passing  on  the 
actual  amounts  to  be  sent  to  different  countries. 
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or  made  the  pretext  for  raising,  far-reaching  political  controversies. 
However,  the  case  for  keeping  executive  and  administrative  work 
out  of  committees  does  not  depend  on  this  supplementary  point :  in 
my  experience  it  applied  with  no  less  force  to  organizations  in  which 
the  Russians  took  no  part. 

Food  relief  was  the  most  urgent  of  all  economic  problems  over  the 
greater  part  of  continental  Europe  in  the  first  two  years  after  the  war 
and  it  was  fortunate  that  early  attention  had  been  given  to  the  methods 
of  planning  both  on  the  side  of  supply  and  on  the  side  of  require- 
ments. The  methods  devised  and  the  estimates  made,  after  further 
development,  laid  the  foundation  for  new  appraisals  of  the  food 
position  after  the  war  over  a  large  part  of  the  world,  and  new  efforts 
to  improve  the  position  of  the  countries  in  which  food  consumption 
had  long  been  inadequate.  Here  some  permanent  gains  were  snatched 
out  of  the  necessities  of  emergency  planning  to  mitigate  the  wretched- 
ness and  want  which  the  scourge  of  war  had  brought  to  millions  of 
long-suffering  peoples. 


CHAPTER   IX 

Planning  for  International 
Relief 
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fter  the  summer  of  1940  it  became  clear  that  most 
of  the  European  countries  would  remain  for  some 
time  under  enemy  occupation,  cut  off  from  trade  with  the  rest  of 
the  world,  restricted  in  their  economic  relations  with  one  another, 
exploited  to  serve  the  war  needs  and  maintain  the  living  standards 
of  the  aggressor  countries,  deprived  of  the  means  to  maintain  or 
renew  their  capital  equipment,  and,  in  some  areas,  rent  with  civil 
strife  and  guerrilla  warfare.  Looking  still  further  ahead  it  was  to 
be  expected  that  there  would  be  much  physical  destruction  and  eco- 
nomic confusion  during  the  period  of  liberation.  And  if  liberation 
came  through  slow,  hard-fought  advances  economic  order  would 
have  to  be  restored  in  areas  liberated  before  the  war  had  ended  every- 
where. 

Hence  in  the  same  period  in  which  drafts  of  Article  VII  of  the 
Mutual  Aid  agreement  were  being  discussed  across  the  Atlantic 
as  a  basis  for  the  long-term  international  economic  organization 
of  the  world,  the  first  steps  were  being  taken  to  prepare  for  the 
short-run  international  economic  difficulties  that  would  probably 
arise  even  before  the  end  of  the  war  and  on  a  much  greater  scale  after 
it. 

London  was  the  headquarters  of  the  European  Allied  Govern- 
ments in  Exile  and  we  were  brought  in  close  touch  with  them  during 
the  war.1  The  lot  of  the  Allied  ministers  in  exile  was  not  an  enviable 
one.  They  were  ministers  with  little  to  administer.  Depressed  by 
the  calamities  which  had  overtaken  their  countries  and  unable  to 
control  the  course  of  events  at  home,  they  at  first  lived  a  restless 
existence  without  satisfactory  outlet  for  their  energies.   After  the 

1  Ambassador  Biddle  was  responsible  for  direct  diplomatic  relations  with 
these  governments,  and  excellent  cooperation  existed  at  all  times  between  him 
and  Ambassador  Winant  and  between  the  staffs  of  the  two  embassies.  We  were 
called  on  to  provide  the  majority  of  U.S.  representatives  on  the  Inter- Allied 
committees. 
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German  invasion  in  Europe  had  reached  its  peak,  at  least  in  the 
West,  their  attention  was  gradually  turned  to  questions  of  relief 
and  reconstruction  in  their  countries,  and  they  asked  the  Foreign 
Office  what  views  the  United  Kingdom  government  was  forming 
on  such  questions,  and  the  Treasury  what  plans  it  had  to  deal  after 
liberation  with  the  monetary  chaos  in  Europe. 

The  first  move  was  made  by  the  Foreign  Office,  which  invited  the 
heads  of  the  Allied  Governments  in  Exile  to  a  meeting  at  St.  James's 
Palace,  presided  over  by  Mr.  Eden,  at  which  an  "Inter-Allied  Com- 
mittee on  Post  War  Requirements, "  with  a  bureau  responsible  to  it 
and  headed  by  Sir  Frederick  Leith-Ross,  a  distinguished  British 
civil  servant,  was  established.  This  was  the  first  widely  representative 
international  organization  set  up  to  deal  with  postwar  questions. 
The  aim  of  the  member  countries  was  "to  secure  that  supplies  of 
food,  raw  materials  and  articles  of  prime  necessity  should  be  made 
available  for  the  postwar  needs  of  the  countries  liberated  from  Nazi 
oppression."  The  plans  of  the  countries  were  to  be  coordinated 
through  the  committee  and  the  bureau.  Estimates  of  requirements 
were  to  be  made,  priorities  among  the  different  needs  were  to  be 
established,  and  plans  were  to  be  prepared  for  "the  most  efficient  em- 
ployment" of  Allied  and  other  European  shipping  after  liberation.2 

Ambassador  Winant  had  encouraged  Mr.  Eden  to  call  this  meet- 
ing, and  the  Foreign  Office  was  in  turn  anxious  that  a  United  States 
representative  should  sit  on  the  Inter-Allied  Committee,  since  it 
would  be  necessary,  unless  the  war  ended  much  earlier  than  appeared 
likely,  to  turn  to  the  North  American  continent  for  help  in  the  im- 
mediate provision  of  relief  supplies  after  liberation.  Unfortunately 
the  most  the  Ambassador  could  obtain  was  permission  for  an  em- 
bassy representative  to  sit  as  an  observer  on  the  committee.  The 
Ambassador  designated  Alan  Steyne,  an  able  and  energetic  foreign 
service  officer,  whose  immense  labors  during  the  war  led  to  a  break- 
down in  health  and  premature  death  in  1946,  for  this  position.  Mr. 
Steyne,  commendably,  interpreted  broadly  the  role  of  "observer," 
and  made  constructive  contributions  to  the  work  of  the  committee 
and  the  bureau.  Months  later,  after  persistent  representations  to 
Washington,  the  Ambassador  was  able  to  raise  the  status  of  Mr. 

2  Resolution  adopted  at  the  Inter-Allied  Meeting  held  in  London  at  St.  James's 
Palace,  September  24,  1941.  For  full  text  see  Report  of  Proceedings,  Card 
6315  of  1941,  pp.  17-18. 
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Steyne  and  of  U.S.  representatives  on  various  subcommittees  of  the 
organization  from  that  of  observers  to  that  of  full  members. 

The  organization  was  handicapped  by  the  difficulties  of  recruiting 
an  adequate  secretariat.  The  war  was  in  full  swing,  victory  was  still 
distant,  and  the  demands  for  trained  staffs  in  the  departments  con- 
cerned with  the  war  effort  was  so  great  that  few  persons  could  be 
spared  to  engage  in  preparations  for  postwar  relief.  Sir  Frederick 
Leith-Ross  was  appointed  as  chairman  of  the  committee  and  head 
of  its  secretariat.  His  knowledge  was  wide;  he  was  popular  with 
Allied  ministers,  and  he  became  in  practice  as  well  as  in  theory  an 
international  representative  who  did  not  hesitate  to  oppose  the  views 
of  his  own  countrymen  when  he  believed  that  it  was  in  the  interests 
of  the  European  Allies  as  a  whole  to  do  so.  But  it  was  difficult  to 
recruit  even  a  staff  with  general  administrative  qualifications  and 
impossible  to  recruit  a  staff  with  specialized  knowledge  in  many 
fields  of  consumer  and  producer  goods.  It  was  decided  that  the  staff 
should  be  all  British,  since  the  Allied  Governments  in  Exile  were 
short  of  skilled  and  experienced  officials  to  carry  out  their  own  work 
and  would  have  been  crippled  by  the  loss  of  the  few  they  had. 

As  if  to  compensate  for  the  insufficiency  of  the  secretariat,  a  mas- 
sive structure  of  committees  and  working  parties  was  erected.  The 
advice  of  a  large  number  of  experts  was  obtained.  Hundreds  of  meet- 
ings were  held  and  many  reports  issued.  Naturally,  the  quality  of  the 
work  was  uneven:  both  the  committees  and  the  secretariat  were 
better  equipped  in  some  fields  than  in  others.  The  small  secretariat 
struggled  heroically  with  the  great  numbers  of  papers,  of  calcula- 
tions, of  reports,  and  of  meetings  that  arose  out  of  so  large  a  structure 
of  committees,  subcommittees,  and  working  parties. 

The  question  how  to  make  estimates  of  future  requirements  for 
whole  countries  was  to  remain  throughout  the  war,  and  for  a  time 
after  it,  one  of  the  most  important  and  most  complex  and  difficult 
of  all  postwar  questions  of  the  short  run.  It  was  one  of  the  main 
problems  both  of  relief  and  of  reconstruction.  It  was  an  intrinsically 
dull  subject,  but  it  aroused  sharp  differences  of  opinion;  it  engaged 
the  labors  of  hundreds  of  officials,  and  at  times  it  stirred  up  heated 
political  controversies.3  The  difficulties  were  aggravated  by  the  fre- 

3  There  is  no  space  in  this  study  for  a  wide  range  of  illustrations,  but  in 
Chapter  VIII  I  have  explained  some  of  the  central  problems  of  requirements 
in  a  discussion  of  food  relief  plans. 
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quent  failure  of  newcomers  to  study  and  profit  by  what  had  already 
been  done  before,  and  by  the  lack  of  an  accepted  set  of  principles 
generally  followed.  In  1943  I  suggested  that  an  experienced  official 
should  be  released  from  all  other  duties  for  six  months  to  prepare 
a  textbook  on  "The  Formulation  of  Requirements."  This  might  have 
saved  much  time,  prevented  further  repetition  of  the  same  initial 
errors  by  a  constant  stream  of  newcomers  to  the  field,  and  economized 
the  services  of  skilled  workers  urgently  needed  for  many  tasks. 

The  requirements  formulated  by  the  committees  were  so  wide  in 
scope  that  if  they  had  been  fulfilled  they  would  have  gone  a  consider- 
able way  toward  meeting  reconstruction  as  well  as  relief  needs.4 
At  that  time  no  sharp  distinction  was  drawn  between  relief  and  recon- 
struction. The  Inter-Allied  Committee,  however,  carefully  avoided 
all  discussion  of  the  financing  of  the  requirements  and  confined  it- 
self strictly  to  the  mere  statement  of  the  goods  which,  in  its  opinion, 
were  needed.  In  retrospect,  much  of  the  work  appears  valuable,  and 
it  would  have  been  still  more  valuable  if  greater  attention  had  been 
given  to  the  probable  supply  position  of  some  of  the  commodities 
and  if  the  secretariat  had  understood  the  importance  of  producing 
recommendations  that  would  impress  the  allocating  authorities  as 
being  within  a  range  of  possible  fulfillment  in  the  immediate  prewar 
conditions.5 

Outside  the  Inter-Allied  Committee  and  its  bureau,  important  dis- 
cussions took  place  in  Washington  and  in  London  in  1942  and  1943. 6 
In  both  capitals  there  were  sharp  and  even  acrimonious  differences 
of  opinion  on  the  form  which  international  relief  and  reconstruction 
should  take  after  the  war.  In  London  one  school  of  thought,  repre- 
sented by  some  of  the  British  officials  concerned  in  the  work  of 
the  Inter-Allied  Post  War  Requirements  Bureau,  took  an  ambitous 
view  of  the  scope  of  the  international  organization  which,  it  was 
generally  agreed,  would  have  to  be  set  up  to  deal  with  relief.  They 
saw  in  it  much  more  than  an  organization  to  arrange  for  the  procure- 
ment and  distribution  of  relief  goods  among  final  consumers.  They 

4  The  committee  claimed,  however,  that  its  estimates  made  no  provision  for 
the  restoration  of  working  stocks. 

5  The  food  committee  with  its  "2,000-calorie  level"  (see  chapter  VIII)  ob- 
tained a  favorable  reception  for  its  report  among  army  and  civilian  supply- 
authorities.   SHAEF  later  adopted  that  level  as  the  aim  of  its  own  operations. 

6  They  had,  I  believe,  started  in  1941  in  Washington,  but  I  am  not  acquainted 
with  their   earliest   stages. 
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foresaw  correctly  that  the  European  continent  would  need  many 
other  goods  besides  goods  for  direct  consumer  relief,  and  they  would 
have  given  an  active  role  to  the  proposed  international  organization 
in  the  fields  of  procurement,  transport,  and  distribution  of  all  such 
goods.  Their  opponents  in  Whitehall  summed  up  their  point  of  view 
as  proposing  that  a  United  Nations  organization  should  be  set  up 
which  would  "manage  the  whole  import  program  of  Europe."  Of- 
ficials in  the  supply  departments  in  Whitehall  were  skeptical  of  these 
ideas  and  as  time  went  on  became  actively  antagonistic  to  them. 
At  the  other  end  of  the  scale,  it  was  held  that  many  of  the  postwar 
supplies  could  be  arranged  directly  between  the  supplying  and  the 
receiving  countries  within  a  framework  of  allocations  of  scarce  goods ; 
another  part  might  be  carried  out  with  the  help  of  long-term  inter- 
national organizations;  and  only  the  residue  should  be  entrusted  to 
an  international  relief  organization. 

In  Washington  early  differences  were  even  sharper.  At  first  there 
was  only  one  point  of  unanimous  agreement :  it  was  that  the  Ameri- 
can people  generally  respond  readily  to  appeals  from  those  in  material 
distress.  Provision  of  funds  for  straightforward  relief  would  there- 
fore be  supported  by  Congress  and  the  public.  There  the  unanimity 
ended.  How  the  relief  should  be  given  and  where  relief  ends  and 
reconstruction  begins  were  questions  on  which  wide  divergences 
of  view  existed.  At  opposite  ends  of  the  scale  were  the  views  typically 
associated  at  the  time  with  Milo  Perkins,  a  leading  official  in  the  De- 
partment of  Agriculture,  and  Herbert  Hoover.  Mr.  Perkins  was  not 
interested  in  a  narrowly  restricted  charitable  organization.  He  de- 
sired an  international  organization  that  would  not  only  bring  relief 
to  the  destitute  but  would  also  reconstruct  the  whole  economic  life 
of  the  countries  which  had  suffered  under  the  Nazis.  In  contrast, 
Mr.  Hoover  was  typical  of  an  older  school  of  thought  which  was 
not  even  interested  in  an  international  organization  for  relief,  which 
was  strongly  opposed  to  one  in  which  all  countries  had  the  same 
voting  power,  and  which  leaned  toward  the  unilateral  administration 
of  relief  by  the  supplying  countries,  mainly  the  United  States,  which 
might  use  the  American  Red  Cross  as  its  agent,  limiting  relief  to 
final  consumer  goods  and  mainly  to  food  and  clothing.  This  outlook 
was  common  to  most  isolationists.  Unlike  the  outlook  of  either  side 
in  the  controversy  in  London,  it  was  a  challenge  to  the  whole  idea 
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of  establishing  an  international  organization  based  on  equality  of 
status. 

But  Washington  was  more  international  in  outlook  than  it  had 
been  in  the  First  World  War  and  in  the  period  from  1928  to  1932. 
The  State  Department,  with  support  from  other  agencies,  and  under 
the  leadership  of  Dean  Acheson,  came  out  in  support  of  an  inter- 
national organization  with  an  international  secretariat,  in  which  the 
United  States  would  be  in  a  position  of  formal  equality  with  other 
states.7  This  decision,  like  the  later  decision  to  accept  the  substance 
of  the  Acheson-Lilienthal  report  on  atomic  energy,  was  unmistak- 
able evidence  of  the  growth  of  a  more  generous  spirit  and  a  more 
mature  international  outlook  in  the  United  States. 

This  cleared  the  ground  and  put  the  internal  differences  in  Wash- 
ington on  the  same  plane  as  those  in  London.  The  exact  scope,  func- 
tions, and  structure  of  the  international  organization  were  the  sub- 
ject of  prolonged  discussions  in  both  capitals  and  some  of  the 
differences  of  viewpoint  in  London,  which  have  already  been  de- 
scribed, had  their  counterparts  in  Washington. 

Ambassador  Winant  took  a  lively  interest  in  the  planning  of  the 
international  organization  and  expressed  his  views  in  telegrams, 
in  conversations  in  Washington,  and  in  a  comprehensive  memoran- 
dum on  postwar  matters  which  he  prepared  for  Secretary  Hull  early 
in  1943.  In  1942  he  requested  me  to  study  what  form  of  organization 
was  best  adapted  to  international  relief.  In  the  same  period  Keynes, 
in  personal  conversations,  impatiently  referred  several  times  to  what 
he  considered  to  be  an  unrealistic  attitude  in  some  British  officials 
who  wished  to  give  wide  scope  and  powers  to  the  organization. 
After  long  consideration  the  Ambassador  and  I  drew  up  suggestions 
for  Washington.  A  brief  and  simplified  summary  will  serve  to  bring 
out  some  of  the  main  issues  on  which  decisions  had  to  be  made. 

The  demand  for  relief  would  begin  early  when  some  territories 
were  cleared  of  the  enemy  but  the  war  continued  elsewhere.  It  would 
increase  enormously  when  the  Axis  as  a  whole,  or  at  least  the 
European  part  of  the  Axis,  collapsed.  Hence  unified  and  compre- 
hensive estimates  of  needs  should  be  made  and  accepted  by  all  parties 
as  soon  as  possible,  subject  to  frequent  revision.  The  proposed  scale 
of  relief  should  be  decided  early,  though  in  practice  shipping  might 

7  This  approach  was  strongly  advocated  by  Ambassador  Winant  who  fre- 
quently communicated  with  Washington  at  length  on  it. 


152  INTERNATIONAL  RELIEF 

be  the  chief  determining  factor  until  hostilities  ceased  in  Europe. 
Food  and  medical  supplies  would  usually  come  first  but  sometimes 
manufactured  goods  might  be  needed  early  to  draw  food  out  of  the 
local  farmers.  Supplies  would  have  to  come  chiefly  from  the  U.S., 
the  U.K.,  the  British  Commonwealth,  and  Argentina.  They  would  at 
first  be  drawn  largely  from  stocks,  but  the  size  of  stocks  could  be 
affected  by  deliberate  policies  that  took  future  relief  needs  into  ac- 
count. 

Existing  machinery  was  inadequate  to  deal  with  relief  supplies. 
The  administrative  structure  for  obtaining  relief  supplies  must  begin 
with  government  departments  in  the  supply  countries,  in  each  of 
which  a  coordinating  body  was  necessary.  A  committee  for  this 
purpose  had  been  set  up  in  Whitehall  but  met  only  at  long  intervals 
and  was  too  unwieldy  to  transact  business.  In  some  quarters  in 
London  it  was  thought  that  the  Inter-Allied  Post  War  Require- 
ments Bureau  should  serve  as  a  coordinating  body.  This  was  absurd : 
neither  the  Bureau  nor  a  United  Nations  relief  body  could  perform 
the  functions  of  a  national  coordinating  body,  for  policies  on  relief 
supplies  would  raise  controversial  domestic  issues,  such  as  the  ques- 
tion how  far  the  civil  population  of  the  supply  country  should  be 
rationed  to  build  up  relief  stocks.  A  small  interdepartmental  national 
body  was  needed  in  each  supply  country,  but  this  was  only  the  begin- 
ning. International  coordination  of  supplies  was  equally  necessary. 
Here  again  it  was  widely,  but  in  our  view  wrongly,  held  that  the 
proposed  international  relief  organization  should  be  the  coordinating 
body.  Most  of  the  goods  needed  for  relief  would  be  goods  needed 
also,  while  the  war  lasted,  for  the  armed  services,  the  civil  popula- 
tions in  the  supply  countries,  and  armed  services  and  civil  poulations 
in  Allied  countries  engaged  in  warfare.  International  relief  con- 
stituted one  competitive  demand  out  of  many,  and  allocation  among 
competitive  claimants  could  not  be  acceptably  made  by  one  of  the 
claimants !  The  Combined  Boards  seemed  to  be  the  most  appropriate 
international  coordinating  body  for  the  purpose.  During  their  de- 
liberations on  relief  they  might  include  representatives  from  supply 
countries  not  then  represented. 

The  functions  of  the  international  relief  organization  would  be  to 
prepare  requirements  for  the  countries  to  be  liberated,  to  act  as 
claimants  before  the  Combined  Boards  for  those  countries,  to  arrange 
procurement  of  allocations  from  the  supplying  countries,  to  transport 
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supplies  to  the  areas  where  relief  was  needed,  and  to  ensure  that 
distribution  of  supplies  within  those  areas  would  be  as  fair  and 
efficient  as  possible. 

This  approach  was  wholly  on  the  side  of  those  who  sought  a 
genuinely  international  handling  of  the  relief  problem,  but  it  proposed 
a  much  more  modest  role  for  the  international  organization  than 
was  desired  in  some  circles  in  London  and  Washington.  Many  of 
those  who,  then  and  since,  advocated  the  creation  of  new  interna- 
tional organizations,  failed  to  see  the  necessity  of  first  analyzing 
clearly  the  functions  which  an  international  body  can  properly  per^ 
form  and  their  relation  to  the  functions  which  can  only  be  performed 
by  national  bodies.  They  had  erred,  too,  in  underestimating  the  diffi- 
culties of  starting  a  new  international  organization.  These  difficulties' 
were  at  their  height  in  1942  and  1943,  when  the  demand  of  govern- 
ments for  trained  officials  and  experts  was  intense  and  when  it  was 
extraordinarily  difficult  for  an  international  body  to  recruit  a  com- 
petent new  staff. 

However,  if  the  international  relief  body  were  to  be  given  more 
limited  functions  than  its  idealistic  advocates  desired,  it  would  not 
be  prevented  from  interpreting  relief  in  a  wide  sense  to  include  much 
reconstruction  of  local  productive  capacity.  There  were  in  reality 
two  largely  separate  issues  behind  the  controversies  in  London  and 
Washington:  first,  the  question  precisely  what  functions  the  inter- 
national body  should  discharge  in  assisting  the  liberated  areas,  and 
second,  what  should  be  the  scope  of  the  assistance  given.  It  was  pos- 
sible to  argue  for  strictly  limited  functions  in  the  international  or- 
ganization, which  clearly  would  be  only  one  of  a  number  of  organiza- 
tions assisting  the  liberated  areas,  and  also  to  argue  that  the  assistance 
to  be  given  should  be  wide  in  scope  and  should  cover  a  large  part 
of  reconstruction  as  well  as  relief.  A  third  position  was  held  strongly 
in  some  quarters,  particularly  in  the  supply  departments  in  London 
and  Washington;  it  was  that  there  should  be  an  international 
organization  with  strictly  limited  functions  confined  mainly  to  relief 
in  the  form  of  food  and  clothing,  and  a  separate  reconstruction 
program  covering  repairs,  replacement,  and  even  improvement  of 
the  productive  equipment  of  the  liberated  areas,  and  organized  by 
the  supplying  countries,  perhaps  through  some  temporary  coordi- 
nating international  machinery  such  as  the  Combined  Boards. 

These  cross  currents,  each  of  them  flowing  strongly  in  different 


154  INTERNATIONAL  RELIEF 

directions,  kept  the  final  outcome  uncertain,  not  only  up  to  the  time 
when  the  representatives  of  the  United  Nations  met  on  November 
9,  1943,  to  sign  the  instrument  which  established  the  United  Nations 
Relief  and  Rehabilitation  Administration  but  even  until  the  first 
meeting  of  the  Council  of  the  Organization  which  was  not  closed  until 
December  1.  In  contrast  to  the  practice  followed  in  setting  up  the 
long-term  organizations,  the  agreement  setting  up  UNRRA  was  a 
short  document,  expressed  in  general  terms  except  where  it  out- 
lined the  internal  structure  of  the  organization.  The  agreement  had 
been  reached  in  negotiations  through  diplomatic  channels  and  was 
not  debated  at  a  conference.  The  chief  purpose  of  UNRRA  was  to 
be  "the  relief  of  victims  of  war  in  any  area  under  the  control  of 
any  of  the  United  Nations  through  the  provision  of  food,  fuel,  cloth- 
ing, shelter,  and  other  essential  services,  and  to  facilitate  in  such  areas, 
so  far  as  necessary  to  the  adequate  provision  of  relief,  the  produc- 
tion and  transportation  of  these  articles  and  the  furnishing  of  these 
services."8 

The  detailed  policies  to  guide  UNRRA's  operations  were  not 
drawn  up  at  the  start  and  embodied  in  a  charter;  they  were  to  be 
laid  down  by  resolutions  of  the  council,  which  was  to  meet  twice  a 
year.  In  this  way  a  number  of  fundamental  decisions  of  policy  were 
made  at  the  first  council  meeting,  which  settled  for  the  time  the  con- 
troversies that  had  preceded  the  formation  of  the  organization.  The 
functions  of  UNRRA  were  to  be  closely  similar  to  those  we  had  sug- 
gested in  London:  the  Director  General  was  to  be  the  claimant  be- 
fore the  Combined  Boards  for  the  countries  receiving  relief,  and 
was  to  secure  "a  fair  distribution  of  goods  which  are  in  short  supply 
and  of  shipping  services  to  and  among  the  various  areas  liberated 
or  to  be  liberated."9  But  the  discharge  of  this  responsibility  was  to 
be  a  much  more  complicated  task  than  we  had  foreseen :  it  was  af- 
fected by  another  decision  of  the  greatest  importance. 

In  earlier  discussions  it  had  generally  been  supposed  that  the  inter- 
national relief  organization  would  aid  all  the  liberated  countries 
impartially.  It  was  true  that  the  assets  held  abroad  by  some  of  those 
countries  would  be  restored  to  them  after  the  war  and  could  be  used 
to  pay  for  relief.  But  the  aftermath  of  the  First  World  War  had 
inclined  most  of  us  to  oppose  their  dissipation  to  meet  emergency  needs 

8  Agreement   for   United   Nations    Relief   and   Rehabilitation,    Article    ia. 

9  Resolution  No.   17. 
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of  consumer  goods.  There  was  a  healthy  impulse  among  Washington 
officials,  which  we  shared  in  the  embassy  in  London,  to  avoid  the 
accumulation  of  debts  and  the  dissipation  of  international  assets  in 
order  to  meet  the  emergency  economic  needs  either  of  war  or  of  the 
immediate  aftermath  of  war.  Lend-Lease  was  the  outcome  of  this 
impulse  during  the  war,  and  many  of  us  hoped  that  there  would  be 
an  equally  bold  approach  to  the  early  postwar  period.  Unfortunately, 
the  supplying  countries  were  not  yet  ready  for  such  a  move. 

The  question  how  to  finance  UNRRA  supplies  had  perplexed  the 
U.S.  and  U.K.  Treasuries  for  a  time.  Eventually  the  solution  was 
found  in  a  suggestion  which,  Keynes  told  me,  had  been  made  by 
Dr.  Harry  White  in  a  luncheon  conversation  with  him,  that  each 
contributing  member  country  should  give  an  amount  equal  to  i  per 
cent  of  its  estimated  national  income.  This  suggestion  was  taken 
up  enthusiastically  by  Keynes  and  was  accepted  at  Atlantic  City.10 
For  the  first  time  it  was  possible  to  form  an  idea  of  the  size  of  the 
funds  that  would  be  available  for  the  new  international  organization. 
On  the  other  side,  by  selecting  the  estimates  of  the  more  sober  among 
the  Allied  committees  in  London,  a  rough  idea  could  be  formed 
of  the  extent  of  probable  demands  on  the  fund. 

The  results  of  these  comparisons  were  disturbing.  The  fund  result- 
ing from  a  i  per  cent  levy  on  the  national  incomes  of  the  countries 
which  had  not  been  occupied  might  amount  to  roughly  $2,500  million. 
This  was  an  immensely  larger  sum  than  had  ever  before  been  voted 
for  international  relief  or  entrusted  to  an  international  organization. 
But  it  looked  a  small  sum  in  comparison  with  the  needs  of  the  coun- 
tries to  be  liberated. 

The  results  of  these  estimates  were  far-reaching.  First  they — far 
more  than  any  abstract  doctrines — set  sharp  limits  to  the  extent  of 
UNRRA's  efforts  in  the  field  of  rehabilitation  or  reconstruction. 
Political  considerations  had  indeed  led  to  the  rejection  of  the  word 
"reconstruction"  in  UNRRA's  title  and  terms  of  reference.  Sev- 
eral congressmen  in  Washington  had  bitterly  assailed  the  point 
of  view  illustrated  by  Milo  Perkins'  demand  for  an  international 
body  that  would  reconstruct  as  well  as  relieve.  They  identified  this 
position  with  that  of  the  New  Deal  in  domestic  affairs.  Civil  servants 

10  Estimates  of  the  national  incomes  of  some  of  the  member  countries  were 
no  more  than  window  dressing.  But  this  signified  little  in  comparison  with 
the  political  advantages  of  the  formula. 
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in  supply  departments  in  Whitehall  looked  with  suspicion  on  the 
idea,  which  they  attributed  to  Sir  Frederick  Leith-Ross,  of  an 
UNRRA  which  would  "manage  the  whole  import  program  of 
Europe."11  In  the  end,  however,  it  was  the  size  of  the  fund  which 
determined  the  scope  of  UNRRA's  activities.  Article  i(a),  quoted 
above,  left  much  formal  scope  for  reconstruction.  It  appeared  that 
if  UNRRA  were  able  ".  .  .  to  facilitate  the  production  and  transporta- 
tion of  .  .  .  food,  fuel,  clothing,  shelter  and  other  basic  necessities," 
and  "the  furnishing  of  .  .  .  medical  and  other  services,"  even  only  "so 
far  as  necessary  to  the  adequate  provision  of  relief,"  it  would  cover 
a  wide  area  of  reconstruction.  Actually,  however,  the  demands  for 
food  relief  were  so  large,  so  urgent,  and  so  costly  that  only  a  small 
proportion  of  the  funds  would  be  left  for  "rehabilitation."12 

The  second  decision,  taken  at  this  meeting,  that  greatly  affected 
the  scope  of  UNRRA  was  the  decision  that  the  Western  European 
Allies  would  not  apply  to  UNRRA  to  meet  their  relief  needs.  Thus 
arose  the  distinction  between  the  "paying"  and  "non-paying"  mem- 
bers of  UNRRA.  It  made  UNRRA  an  agency  for  assisting  Eastern, 
Southern  and  part  of  Central  Europe.  The  consequences  of  this 
step  were  far-reaching.  As  we  shall  see  later,  it  increased  the  drain 
of  external  assets  from  the  Western  European  countries  in  the  im- 
mediate postwar  years  which  brought  some  of  them,  particularly 
France,  close  to  economic  collapse. 

The  question  therefore  arises,  how  was  it  that  the  French  repre- 
sentatives took  a  prominent  part  in  the  movement  to  exclude  from 
UNRRA  financial  aid  those  countries  which  possessed,  or  at  the 
end  of  the  war  would  possess,  assets  abroad  ?  There  is  no  doubt  that 
they  were  impressed  with  the  insufficiency  of  the  funds  to  meet  the 
needs  of  the  liberated  territories  as  a  whole.  Probably  this  was  the 

11  This  phrase  was  used  by  a  prominent  British  official  who  took  part  in  the 
controversy  in  Whitehall,  in  a  conversation  I  had  with  him  shortly  before 
leaving  London  for  Atlantic  City.  The  United  Kingdom  delegation  was  sharply 
divided  within,  and  the  controversy  which  had  begun  in  Whitehall  was  con- 
tinued at  Atlantic  City  for  some  time  behind  the  scenes  in  delegation  meetings, 
the  "big  UNRRA"  forces  being  led  by  Leith-Ross  and  the  "little  UNRRA" 
forces  by  John  Maud  of  the  Ministry  of  Food.  A  British  delegation  seriously 
split  on  fundamental  policy  was  an  unusual  occurrence  such  as  I  had  not  seen 
before  and  have  not  seen  since. 

12  This  word,  taken  from  the  jargon  of  American  social  workers,  was 
politically  preferable  to  "reconstruction."  There  are  of  course  degrees  of  recon- 
struction, and  "rehabilitation"  may  appropriately  be  used  to  designate  the 
earliest  stages  of  reconstruction,  including  particularly  the  repair  of  damaged 
or  deficient  equipment. 
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main  but  not  the  complete  explanation.  When  the  council  meeting 
opened  at  Atlantic  City  the  shape  of  things  to  come  was  only  partially 
discernible.  Those  who  held  that  UNRRA's  role  in  the  immediate 
postwar  period  should  extend  widely  over  Europe's  external  eco- 
nomic relations  were  still  making  their  voices  heard.  The  Western 
European  Allies  were  anxious  to  maintain  autonomy  in  external  eco- 
nomic affairs  and  feared  that  an  UNRRA  of  large  scope  would  have 
too  much  say  in  their  affairs.  Some  of  them  possessed  considerable 
foreign  exchange  funds  or  gold  or  both,  which  would  be  released  to 
them  in  Washington  and  London  at  the  end  of  the  war,  and  their 
governments  in  exile  still  hoped  that  these  assets  would  be  sufficient 
to  meet  their  relief  and  reconstruction  needs.  If  the  estimates  of 
requirements  for  which  their  representatives  had  pressed  on  the 
Inter-Allied  committees  were  roughly  correct  these  hopes  were  in- 
deed ill  founded.  But  the  Allied  invasion  of  northwest  Europe  had 
not  yet  begun  and  much  might  happen  before  the  Western  Allies 
would  be  called  on  to  finance  their  relief  needs.  It  was  understood 
that  supplies  would  be  brought  in  by  the  armies  during  the  military 
period.13  In  more  than  one  country,  including  the  United  States  it- 
self, there  were  many  who  hoped  that  Lend-Lease  in  a  modified  form 
might  be  continued  for  a  time  to  meet  some  of  the  immediate  post- 
war needs.  There  was  indeed  no  warrant  for  this  belief  or  hope  in 
the  act  itself  or  in  the  debates  and  hearings  on  it.  Nevertheless, 
the  hope  of  a  change  in  the  attitude  of  the  United  States  on  the 
matter  seems  never  to  have  faded  until  the  day  when  President 
Truman,  without  previous  notification  to  the  recipient  countries, 
announced  that  Lend-Lease  had  ended. 

Whatever  weight  may  be  given  to  these  and  other  factors  that 
may  have  influenced  the  Western  European  countries,  there  is  no 
doubt  about  the  significance  of  the  decision  that  was  reached.  It 
released  more  funds  for  the  Eastern  and  Southern  European  coun- 
tries than  would  otherwise  have  been  available.  But  in  the  end  it 
was  to  throw  a  greater  burden  on  the  Western  European  countries 
than  they  could  bear,  and  the  optimism  which  prompted  it  hindered 
the  realization  that  comprehensive  measures  to  deal  with  the  postwar 
difficulties  of  Western  Europe  would  be  indispensable. 

When  these  fundamental  issues  were  settled  there  were  still  many 

13  I  do  not  think  it  was  yet  realized  that  these  supplies  would  be  accompanied 
by  bills! 
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difficult  questions  of  organization  to  decide.  The  regional  division  of 
functions  was  more  difficult  for  UNRRA  than  for  most  interna- 
tional organizations.  The  sources  of  supply  and  the  field  of  opera- 
tions were  widely  separated.  On  technical  grounds  there  was  a  strong 
case  for  placing  the  seat  of  authority  near  the  field  of  operations. 
On  political  grounds  there  was  an  equally  strong  if  not  a  stronger 
case  for  placing  it  close  to  the  largest  sources  of  supply.  The  political 
view  prevailed  so  far  as  the  headquarters  was  concerned,  but  con- 
cessions were  made  to  the  regional  principle  in  the  establishment 
of  a  European  regional  organization  in  London,  and  another  for 
the  Far  East,  which,  however,  could  not  move  away  from  Wash- 
ington. As  we  shall  see  later,  this  form  of  organization  raised  many 
difficulties  in  practice.  Moreover,  as  countries  came  to  be  liberated 
the  regional  organization  was  no  longer  the  nearest  point  to  the  field 
of  operations,  and  the  country  missions,  placed  in  the  areas  in  which 
relief  was  distributed,  were  to  play  an  increasingly  important  role. 

The  arrangements  for  the  procurement  of  supplies  placed  on  the 
UNRRA  administration  the  responsibility  for  securing  "a  fair  dis- 
tribution of  goods  which  are  in  short  supply  and  of  shipping  services 
to  and  among  the  various  areas  liberated  or  to  be  liberated."  The 
Western  Allies  who  were  procuring  and  paying  for  their  own  sup- 
plies had  therefore  to  keep  the  UNRRA  administration  informed  of 
their  proposed  purchases,  so  that  the  Director  General  could  raise 
objections  if  the  paying  countries  attempted  to  get  so  large  a  share 
of  scarce  products  that  the  non-paying  countries  would  go  short. 
It  was  recognized,  however,  that  the  war  effort  must  not  be  hindered 
by  relief  demands,  and  the  UNRRA  administration  was  to  appear 
before  the  Combined  Boards  as  the  accredited  applicant  for  relief 
whose  claims  would  be  weighed  alongside  other  claims,  especially 
those  for  meeting  war  needs.  There  was  much  discussion  and  some 
controversy  over  these  arrangements.  Governor  Lehman,  who 
became  director  of  UNRRA,  was  concerned  over  the  danger  that  the 
relief  claims  of  the  countries  whose  supplies  would  be  financed  by 
UNRRA  might  not  be  given  adequate  weight,  especially  since  the 
Western  European  countries  were  going  their  own  way  outside 
UNRRA. 

Following  the  council  meeting  at  Atlantic  City,  the  European 
regional  machinery  of  UNRRA  was  set  up  in  London  and  Ambas- 
sador Winant  was  appointed  as  United  States  representative  on  the 
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chief  organ,  the  Committee  of  the  Council  for  Europe.  Fighting  was 
going  on  in  Italy  but  the  main  part  of  Europe  was  not  yet  liberated. 
Nevertheless,  in  London  we  became  deeply  involved  in  the  work  of 
relief  planning  in  1944.  Space  will  permit  only  brief  analysis  of  some 
of  the  chief  issues  of  principle  that  arose  from  this  time  to  the  end  of 
the  war. 

The  first  issue  was  concerned  with  the  estimation  of  requirements, 
which  became  increasingly  important  as  it  was  more  and  more 
realized  that  demands  would  not  only  exceed  supplies  of  some  com- 
modities but  would  also  exceed  the  funds  of  UNRRA.  Strong  efforts 
were  made  to  induce  the  Committee  of  the  Council  for  Europe  to 
accept  en  bloc  the  requirements  prepared  by  the  Inter-Allied  Post 
War  Requirements  Bureau,  which  was  now  closed.  It  was  only  the 
diplomatic  skill  of  Ambassador  Winant  that  induced  the  committee 
to  reject  this  by  a  narrow  margin.  We  believed  that  many  of  these 
requirements  had  been  prepared  without  sufficient  attention  to  the 
supply  position :  they  would  also  have  exceeded  UNRRA's  resources 
and  placed  the  Director  General  in  a  difficult  position.14  An  alternative 
was  accepted  which  charged  a  group  of  subcommittees  to  agree 
rapidly  on  the  ''bases  of  requirements."  They  were  not  to  make 
quantitative  estimates  but  were  to  lay  down  principles  to  be  followed 
by  the  secretariat  in  the  preparation  of  requirements.  This  proved  to 
be  a  difficult  task,  but  it  was  accomplished  after  exhausting  labors.15 
The  result  was  that  the  work  of  estimation  was  transferred  from 
committees  to  a  secretariat — a  consummation  for  which  all  of  us  who 
had  gone  through  the  rigors  of  committee  politics  were  thankful. 

In  postwar  planning  activities  during  the  war  we  were  frequently 
faced  with  the  choice  of  either  opposing  proposals  which  everyone 
of  good  will  believed  to  be  desirable  if  practicable,  or  of  supporting 
them  even  though  we  were  convinced  that  they  could  not  be  carried 

14  The  United  Kingdom  representatives  agreed  that  the  estimates  were  too 
large  but  thought  it  unwise  to  risk  antagonizing  the  Allies  by  refusing  to  en- 
dorse a  program  which  they  had  helped  to  produce.  For  a  time  the  British 
proposed  that  revision  should  be  delayed  until  the  impracticability  of  the  pro- 
gram had  been  demonstrated  by  events.  To  avoid  dissension  on  the  committee 
we  reached  a  solution  of  these  difficulties  at  a  meeting  in  the  Foreign  Office 
at  which  the  Ambassador  and  I  were  able  to  persuade  the  British  not  to  op- 
pose the  preparation  of  revised  estimates. 

15  Some  reference  is  made  in  Chapter  VIII  to  the  "bases"  worked  out  by 
the  Food  Committee.  But  in  clothing  and  industrial  rehabilitation  it  was  much 
more  difficult  both  to  obtain  information  on  existing  deficiencies  and  also  to 
lay  down  standards  or  levels  of  assistance. 
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out,  at  least  without  detriment  to  other  equally  or  more  important 
aims.  There  were  two  schools  of  thought  on  this  matter  both  in  Wash- 
ington and  London.  The  one  believed  that  it  did  not  matter  what  the 
committees  did :  necessity,  and  not  previous  committee  decisions, 
would  determine  what  was  to  be  done  when  the  time  for  action  came. 
Why,  therefore,  trouble  to  argue  with  the  Allies  and  arouse  irritation 
by  holding  out  against  impracticable  proposals?  The  other  school 
believed  that  it  would  be  dangerous  as  well  as  insincere  to  agree  to 
plans  that  would  arouse  expectations  which  could  not  be  fulfilled,  and 
that  the  adoption  of  useless  plans  would  leave  gaps  which  would 
have  to  be  filled  by  hasty  improvisation  at  the  last  moment.  In  the 
embassy  we  took  the  second  view. 

But  the  estimation  of  relief  requirements  had  scarcely  been  "taken 
out  of  politics"  when  another  still  hotter  political  issue  came  in  by  a 
different  route.  The  Soviet  Union  had  sent  a  delegation  to  the  first 
council  meeting  of  UNRRA  and  subsequently  appointed  representa- 
tives to  the  London  committees.  Most  of  these  representatives  were 
able  and  reasonably  well  informed.  They  did  not  appear  to  be  bound 
by  rigid  instructions  on  technical  matters.  They  supported  our  posi- 
tion on  the  "bases  of  requirements,"  and  from  their  interest  in  this 
question  I  inferred  early  that  they  would  seek  UNRRA  aid  for  their 
own  territories  later.  On  certain  political  issues,  however,  their  posi- 
tion was  defined  early  and  pressed  tenaciously.16 

The  first  of  these  political  issues  arose  on  a  Soviet  proposal  to  give 
the  highest  priority  and  the  largest  relief  supplies  to  countries  which 
had  been  most  active  in  resisting  the  enemy.  In  an  effort  to  prevent 
open  political  controversy  at  the  council  meetings  I  carried  on  pro- 
longed conversations  privately  with  the  Soviet  representatives  for 
several  months  on  this  issue.  But  their  instructions  were  insistent  and 
the  philosophy  behind  them  was  narrow  and  simple.  When  I  said 

16  Before  UNRRA  was  set  up,  I  had  seen  Russian  representatives  at  work, 
first  in  1942  in  London  on  the  committee  which  drafted  the  Allied  declaration 
refusing  to  recognize  transfers  of  property  in  enemy-dominated  territory  and 
second  at  the  Hot  Springs  Food  Conference.  On  each  occasion  they  had  taken 
little  direct  part  in  the  meetings  but  had  shown  a  cooperative  attitude  and  had 
neither  hindered  the  proceedings  nor  made  attacks  on  any  of  their  wartime 
allies.  At  the  London  meeting  the  Russian  representative  had  first  stated  that 
he  could  not  sign  the  draft  declaration  because  the  U.S.S.R.  was  not  at  war  with 
Japan.  Our  first  draft  used  the  term  "Axis."  When  this  was  altered  to  "enemy" 
the  Russian  representative  obtained  a  change  of  instructions  and  joined  the  rest 
of  us  in  approving  the  declaration. 
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that  their  proposal  would  base  relief  on  deserts  and  not  on  needs  they 
were  ready  to  accept  and  defend  rather  than  to  repudiate  the  charac- 
terization. When  I  pointed  out  that  it  was  impossible  to  measure 
degrees  of  resistance  to  the  enemy  they  replied  in  simple  though 
evasive  illustrations  that  everyone  knew  that  Yugoslavia  actively 
resisted  the  enemy  while  France  and  Czechoslovakia  did  not.  Privately 
they  often  expressed  contempt  for  Czechoslovakia  and  sometimes  for 
France. 

Ambassador  Winant  was  firmly  opposed  to  any  departure  from  the 
principle  of  relief  according  to  need  which  had  been  the  foundation  of 
all  our  work  on  relief  requirements.  If  political  discrimination  were 
admitted  in  any  form  there  was  no  knowing  where  it  would  end.  The 
word  "priority"  must  be  excluded  at  all  costs.  However,  he  agreed 
with  my  suggestion  that  a  general  statement  might  be  acceptable  to 
the  effect  that  particular  attention  should  be  given  to  the  needs  of 
those  countries  which  had  suffered  great  damage  and  loss  in  resisting 
the  enemy.  Unfortunately,  Washington  would  not  agree  to  such  a 
compromise  at  that  time.  Finding  the  voting  prospects  doubtful,  I 
moved  in  committee  that  the  matter  be  referred  to  the  full  council 
meeting  at  Montreal  in  October.  This  motion  was  passed  by  a  narrow 
margin. 

At  that  meeting  the  Soviet  delegates  again  stubbornly  pressed  their 
motion  in  its  original  form  and  again  we  discussed  the  issue  privately 
with  them  to  avoid  open  dissension.  The  State  Department  was  now 
ready  to  agree  to  an  innocuous  form  of  words  such  as  we  had  sug- 
gested in  London.  But  several  days  and  nights  of  argument  and  the 
consumption  of  much  vodka  were  necessary  before  Russian  agree- 
ment could  be  obtained.  Fortunately,  the  Russian  representatives 
were  as  anxious  as  we  were  to  avoid  open  controversy,  particularly 
on  the  eve  of  the  final  convergence  of  the  Allied  armies  on  Germany. 

It  was  important  that  this  issue  should  be  handled  with  tact  as  well 
as  firmness  at  Montreal,  for  one  of  the  main  objects  of  the  United 
States  delegation  was  to  obtain  the  consent  of  the  council  to  a  limited 
form  of  relief  for  Italy.  Relief  in  any  form  for  ex-enemy  countries 
could  be  given  by  UNRRA  only  after  special  resolution  of  the  coun- 
cil in  each  individual  case.  In  the  autumn  of  1944  memories  of  the 
unprovoked  Italian  aggression  against  Greece,  and  Mussolini's  "stab 
in  the  back"  of  France  and  Great  Britain  were  still  strong  and  vivid. 
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At  another  conference  in  another  Canadian  city  a  destructive  and 
revengeful  plan  for  Germany  was  being  pressed  on  Mr.  Churchill  by 
a  high-ranking  United  States  representative.  Mr.  Acheson,  the  United 
States  representative  on  the  UNRRA  council,  was  therefore  in  a 
difficult  position  at  Montreal,  and  his  difficulties  were  increased  by 
well-meaning  supporters  among  the  Latin  American  representatives 
who  enlarged  eloquently  on  the  glories  of  the  Latin  traditions 
which  they  and  Italy  shared.  The  chagrin  of  the  Greek  and  Yugoslav 
representatives,  whose  countries  bore  painful  evidences  of  the  seamy 
side  of  the  modern  representatives  of  Latin  civilization,  was  not  con- 
cealed. And  in  the  background  lay  the  Italian  vote  in  the  United  States 
which  had  reinforced  humanitarian  sentiment  in  determining  Wash- 
ington's policy.  But  Mr.  Acheson's  sincerity,  skill,  and  prestige  car- 
ried through  the  proposal  and  shipment  to  Italy  of  food  for  children 
and  other  special  classes  of  the  population  soon  followed.  This  was 
the  first  breach  in  the  doctrine  that  UNRRA  aid  was  for  wartime 
friends  and  not  for  wartime  enemies.  The  Soviet  Union's  attitude  had 
been  uncertain  at  first,  and  it  would  not  have  been  surprising  if,  in 
the  face  of  claims  on  behalf  of  ex-enemy  countries,  the  Soviet  repre- 
sentatives had  made  claims  on  behalf  of  their  own  country  which 
could  not  have  been  contested  on  grounds  of  equity  but  would 
have  raised  grave  financial  difficulties.  But  they  accepted  Mr.  Ache- 
son's  explanations,  given  privately  to  them  as  well  as  stated  in  the 
sessions,  and,  without  taking  a  prominent  part  in  the  debates,  voted 
affirmatively.  In  the  end  even  the  Greeks,  after  referring  justifiably 
to  their  sufferings  from  Italian  aggression,  accepted  the  proposal. 

Although  the  motives  behind  this  move  were  a  mixture  of  humani- 
tarianism  and  domestic  political  expediency  in  the  United  States, 
there  can  be  little  doubt  that  the  principle  of  extending  relief  to  ex- 
enemy  countries  was  sound  and  that  it  would  have  been  even  better 
still  if  the  needs  of  ex-enemy  countries  as  a  whole  had  been  recog- 
nized at  the  start  and  brought  within  the  scope  of  an  UNRRA 
provided  with  additional  funds  for  the  purpose. 

The  question  whether  the  Soviet  Union  would  itself  apply  for 
UNRRA  aid  was  not  raised  in  the  last  winter  of  the  war,  and  in 
Washington  and  London  the  impression  grew  that  the  Russians 
would  align  themselves  with  the  rest  of  the  Big  Three  in  contributing 
to  rather  than  drawing  on  UNRRA's  resources,  or  at  least  would 
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refrain  from  asking  for  UNRRA  aid.  It  was  widely  realized  that  no 
country  had  been  devastated  as  much  as  the  U.S.S.R.,  and  that  with- 
out external  aid  her  recovery  would  be  slow  and  painful.  But  because 
Russian  needs  were  so  great  it  appeared  to  many  that  they  could  be 
met  only  by  large-scale  loans  exceeding  the  total  funds  of  UNRRA. 

In  the  closing  months  of  the  European  war  there  was  much  discus- 
sion on  the  problems  of  displaced  persons,  and  the  role  of  the  military 
authorities  and  of  UNRRA  in  restoring  them  to  their  homes.  The 
occupation  of  most  of  the  European  continent  by  the  enemy  and  its 
exploitation  to  serve  the  plans  of  the  conquerors  for  further  agression 
had  led  to  a  migration  of  several  millions  of  workers  into  Greater 
Germany.  Many  were  drawn  there  by  force  and  some  by  the  hope 
of  gain.  They  labored  in  the  fields  and  factories  of  Germany,  releasing 
German  workers  to  meet  the  insatiable  needs  of  an  army  fighting 
simultaneously  on  three  fronts.  The  return  of  these  workers  to  their 
homes  would  be  a  large  undertaking.  The  reestablishment  of  those 
who  had  no  homes  to  return  to  or  who  for  political  reasons  feared  to 
return  to  their  homes  would  be  an  even  larger  undertaking.  Many  in 
both  categories  would  have  to  be  at  least  partially  maintained  for  a 
time.  Should  all  this  be  a  task  of  the  military  authorities  or  of  the 
relief  organization  or  first  of  the  one  and  later  of  the  other?  The 
respective  roles  of  the  two  had  not  been  determined  when  the  first 
concentration  camps  were  overrun  by  the  Allied  armies,  and  cesspools 
of  German  iniquity  were  revealed  which  exceeded  the  worst  horrors 
of  the  Dark  Ages. 

The  operations  of  SHAEF  were  carried  on  chiefly  in  Western 
Europe  and  in  Germany  and,  apart  from  displaced  persons,  had  little 
direct  effect  on  the  receiving  countries  of  UNRRA.  Consequently  the 
"military  period"  was  of  less  importance  to  UNRRA's  task  than  it 
had  first  appeared  likely  to  be.  Except  for  Greece  and  Italy  the 
UNRRA  receiving  countries  had  been  liberated  largely  by  the  armies 
of  the  Soviet  Union.  Yugoslavia  owed  its  liberation  mostly  to  its  own 
exertions  and  to  material  and  technical  aid  received  from  Britain  and 
the  United  States.  But  the  whole  of  Eastern  and  most  of  Central 
Europe  were  difficult  to  reach  with  large  supplies  immediately  after 
the  fighting  ceased.  Difficulties  of  transport  delayed  UNRRA  aid. 
Nevertheless,  the  fall  of  Germany  rather  than  the  fall  of  Japan  was 
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the  turning  point  in  UNRRA's  transition  from  the  mainly  planning 
stage  to  the  stage  of  operations  in  the  liberated  areas. 

This  discussion  would  be  incomplete  without  reference  to  the  in- 
ternal difficulties  of  UNRRA. 

In  the  earlier  stages  UNRRA  was  severely  handicapped  by  the 
decision,  which,  so  far  as  it  affected  food  relief,  was  discussed  in  the 
preceding  chapter,  that  the  military  should  be  responsible  for  the 
procurement  and  shipping  of  early  relief  supplies  and  that  UNRRA 
should  start  operations  only  at  the  end  of  an  unspecified  "military" 
period.  The  President  apparently  believed  that  by  this  arrangement 
it  would  be  easier  to  obtain  the  necessary  appropriations  from  Con- 
gress for  wartime  relief,  and  possible  to  obtain  a  larger  total  amount 
for  wartime  and  postwar  relief  than  could  be  obtained  if  UNRRA 
were  the  sole  claimant  both  during  and  after  the  war.  Winant  con- 
sidered this  to  be  a  sound  political  judgment  but  recognized  the  diffi- 
culties in  which  it  placed  the  UNRRA  administration.  It  postponed 
the  day  when  UNRRA  would  be  in  effective  operation,  and  as  time 
went  on  gave  an  opening  for  critics  to  ask  derisively  what  UNRRA 
was  doing  and  why  it  had  been  set  up  if  it  was  not  intended  to  operate 
when  the  need  for  relief  was  so  clear  in  the  territories  that  were 
gradually  being  liberated  in  Southern  and,  later,  Western  Europe.17 
It  prolonged  unduly  the  stage  of  paper  planning  which  was  difficult 
and  laborious  in  any  circumstances  and  which  became  thoroughly 
boring  when  there  was  no  opportunity  to  test  and  amend  the  plans 
from  experience  gained  in  attempting  to  apply  them.  As  in  the  case 
of  food,  so  in  the  case  of  other  aspects  of  relief,  the  function  of  plan- 
ning should  have  been  separated  from  that  of  administration  and  a 
single  comprehensive  plan  should  have  been  drawn  up  to  be  applied, 
with  appropriate  adjustments  to  changing  conditions,  both  by  the 
military  and  by  UNRRA  and  the  civil  authorities.  This  would  have 
narrowed  the  distinction  between  the  military  and  civilian  periods  to 
one  of  administrative  responsibility  and,  if  political  conditions  in 
Washington  made  it  necessary,  to  procurement. 

17  Lord  Keynes,  notwithstanding  his  early  interest  in  UNRRA  and  his  strong 
approval  of  my  memorandum  in  1942  outlining  proposals  for  the  structure  and 
functions  of  UNRRA,  later  joined  these  critics.  We  had  a  number  of  vigorous 
arguments  on  the  question.  I  thought  that  Keynes  did  not  appreciate  its  political 
aspects  sufficiently.  His  political  insight  fell  far  short  of  his  economic  insight. 
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A  second  difficulty  which  hampered  UNRRA  from  the  begin- 
ning was  the  difficulty  already  mentioned  of  recruiting  a  qualified 
secretariat.  It  is  hard  enough  in  ordinary  times  to  recruit  a  good  staff 
for  a  new  international  organization.  In  1944  the  difficulties  were 
extraordinary.  Britain  and  the  European  Allies  were  using  almost 
all  available  persons  in  urgent  work  of  immediate  national  importance. 
There  was  hardly  any  labor  market  outside  government  service  in 
which  suitable  persons  could  be  found.  In  the  United  States  there 
were  still  some  reserves  to  draw  on,  but  few  persons  with  international 
experience  were  available. 

Those  who  from  prewar  experience  had  learned  of  the  difficulties 
of  staffing  an  international  organization  were  seriously  concerned 
over  UNRRA's  prospects.  On  several  occasions  in  1944  and  1945 
I  raised  the  subject  with  the  Ambassador  and  always  found  that  he 
was  fully  aware  of  the  needs  of  UNRRA  and  was  doing  what  he 
could  to  bring  them  to  the  attention  of  the  highest  government 
authorities  both  in  Washington  and  in  London.  His  first  concern  was 
to  assist  Governor  Lehman  in  finding  a  first-rate  British  Deputy 
Director  General.  He  tried  repeatedly  to  persuade  the  Foreign  Office 
and  the  appropriate  ministers  to  release  for  this  post  Mr.  (now  Sir) 
Oliver  Franks,  later  the  U.K.  Ambassador  in  Washington,  who  was 
at  that  time  in  a  leading  post  in  the  Ministry  of  Supply  and  who  had 
been  a  university  don  before  the  war.  The  Foreign  Office  was  sympa- 
thetic but  the  Ministry  of  Supply  would  not  agree  to  release  Franks. 
The  Ambassador  also  urged  certain  cabinet  ministers  to  take  the 
initiative  in  facilitating  release  of  a  certain  number  of  competent 
government  workers  for  UNRRA.  At  the  same  time,  in  conversa- 
tions with  British  officials,  I  argued  that  the  U.K.  government  had 
given  no  assistance  to  UNRRA  in  its  efforts  to  build  up  a  competent 
staff.18 

Unfortunately,  our  hopes  that  Washington  would  do  its  part  were 
not  realized.  Although  the  shortage  of  administrative  staff  was  less 
in  Washington  than  in  London,  neither  the  State  Department  nor 
any  other  department,  then  or  later,  stirred  itself  seriously  to  shake 
loose  first-rate  administrators  from  their  existing  posts  and  encourage 
them  to  go  to  UNRRA.  On  several  occasions  in  1944  and  1945 

18 1  gathered  that  Mr.  Churchill  was  somewhat  lukewarm  toward  UNRRA 
while  the  fighting  lasted,  but  Mrs.  Churchill  showed  considerable  interest  in  it. 
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Ambassador  Winant  strongly  but  with  little  success  urged  the  State 
Department  to  use  its  influence  to  obtain  specified  individuals,  some 
of  whom  were  willing  to  come  to  UNRRA  if  satisfactory  arrange- 
ments could  be  made  with  the  organizations  in  which  they  were 
working. 

Gradually  UNRRA  improved  its  recruitment  and  in  time  built  up 
a  reasonably  good  staff  in  what  might  be  called  the  middle  positions, 
and  later  in  its  "country  missions"  which  worked  in  the  areas  to 
which  relief  was  sent.  But  in  recruiting  for  the  higher  administrative 
ranks  it  was,  with  some  exceptions,  less  successful.  Moreover,  it  suf- 
fered during  part  of  its  life  from  an  excessive  number  of  "reorganiza- 
tions" involving  substantial  changes  in  staff  and  radical  readjustment 
of  functions  within  the  organization.19  Reorganizations  are  sometimes 
necessary,  but  they  may  do  more  harm  than  good  if  they  uproot  not 
only  the  parts  of  the  old  organization  that  are  working  badly  but  also 
those  that  are  working  well.  The  "new  broom  that  sweeps  clean"  is 
a  bad  model  to  copy  in  dealing  with  human  organizations.  Inefficiency 
in  government  departments  and  in  international  organizations  usually 
springs  from  weakness  in  particular  posts  rather  than  from  weakness 
diffused  over  the  whole.  If  reorganizers  would  search  diligently  for 
the  weak  spots  and  remove  them  directly  instead  of  upsetting  every- 
thing and  reshaping  it  according  to  a  preconceived  blueprint  they 
would  have  greater  chance  of  success. 

Much  of  the  growing  criticism  of  UNRRA  in  London  and  Wash- 
ington in  1944  and  early  1945  was  directed  against  Governor  Leh- 
man. In  the  embassy  we  refused  to  join  in  these  criticisms  and  did 
our  best  to  defend  UNRRA  from  outside  attacks.  At  the  same  time 
we  studied  the  internal  structure  and  operations  of  the  European 
Regional  Organization  of  UNRRA  and  did  not  hesitate  to  make 
direct  informal  criticisms  to  UNRRA  officials  of  what  appeared  to 
us  to  be  defects  in  the  work  of  the  organization.  We  also  instituted  a 
regular  series  of  reports  to  Washington  on  UNRRA  matters,  analyz- 
ing the  difficulties  of  the  European  Regional  Organization  and  the 
steps  taken  from  within  to  improve  its  structure  and  working. 

Finally,  UNRRA  had  to  face  the  unwillingness  of  some  of  the 
British  and  American  officials  in  the  supply  departments  in  London 

19  This  point  applies  largely  to  the  European  Regional  Organization  of 
UNRRA,  but  the  workings  of  that  organization  cannot  be  separated  wholly 
from  that  of  headquarters  in  Washington. 
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and  Washington  to  cooperate  wholeheartedly  with  it.  The  earlier 
disputes  over  the  role  of  UNRRA  in  Allied  relief,  which  had  even  been 
carried  into  the  British  delegation  at  Atlantic  City  in  December  1943, 
were  not  ended  with  the  beginning  of  operations  by  UNRRA.  They 
remained  as  a  source  of  friction  between  officials  in  UNRRA  and 
officials  in  supply  departments.  "Ministerial  levels"  were  not  in- 
volved, but  unfortunately  chose  to  ignore  instead  of  suppressing  them. 
In  reality,  the  disputes  were  jurisdictional  disputes  analogous  to 
those  going  on  between  different  agencies  in  Washington. 

The  choice  between  the  national  and  international  approaches  to 
relief  affected  the  respective  roles  played  by  national  civil  servants 
and  international  civil  servants  in  Inter-Allied  relief  operations.  The 
division  of  functions  actually  adopted,  as  well  as  the  structure  of  the 
national  organizations  to  deal  with  relief,  gave  no  undue  share  of 
activities  to  the  international  organization,  but  it  gave  enough  to 
arouse  jealousy  and  rivalry  in  some  of  the  national  officials  in  supply 
departments.  This  could  have  been  checked  by  ministers  or  heads  of 
departments  if  they  had  been  so  disposed.  But  in  practice  they  did 
not  follow  the  working  either  of  national  or  of  international  relief 
activities  closely  enough  to  enable  them  to  intervene  with  confidence 
and  to  secure  the  practical  everyday  cooperation  among  the  national 
and  international  officials  that  was  essential  if  the  virtuous  profes- 
sions of  support  for  UNRRA  from  the  lips  of  highly  placed  govern- 
ment spokesmen  in  the  United  States  and  Britain  were  to  be  in 
harmony  with  the  practices  followed  in  actual  operations. 


CHAPTER   X 

The  Problems  of  Transition 
and  Reconstruction 


Still  another  sphere  of  postwar  planning  remained. 
The  creation  of  a  temporary  international  body  to 
dispense  immediate  relief,  and  the  creation  of  permanent  international 
bodies  to  guide  normal  peacetime  economic  relations  between  the 
nations  were  all  to  the  good  so  far  as  they  went.  But  even  on  the 
most  optimistic  assumptions  wide  gaps  remained.  They  lay  mainly 
within  an  area  that  may  be  broadly  designated  by  the  term  "recon- 
struction." 

But  postwar  reconstruction  should  be  interpreted  to  cover  the  im- 
material as  well  as  the  material,  the  organization  of  services  as  well 
as  the  organization  of  physical  production,  finance  as  well  as  industry 
and  agriculture,  the  economic  activities  of  central  and  local  govern- 
ment as  well  as  of  private  business  firms  and  their  associations.  Re- 
construction, so  regarded,  lay  in  an  area  between  that  covered  by  the 
plans  for  UNRRA  and  for  emergency  aid  supplied  by  the  armies  on 
the  one  hand,  and  that  covered  by  the  plans  for  permanent  interna- 
tional monetary  and  trade  organizations  on  the  other.  It  was  as 
indispensable  to  the  initiation  of  the  work  of  the  permanent  organiza- 
tions, like  the  Bank,  the  Fund  and  the  International  Trade  Organiza- 
tion, as  it  was  to  the  completion  of  the  work  started  by  the  temporary 
relief  organizations. 

There  is  no  rigorous  dividing  line  between  these  categories  and, 
as  we  have  seen,  in  the  earlier  stages  of  postwar  planning  the  func- 
tions proposed  for  the  permanent  organizations  were  extended  far 
back,  while  the  functions  proposed  for  the  relief  organization  were 
extended  well  forward,  into  the  period  of  transition  and  reconstruc- 
tion. In  the  preceding  chapters  I  have  shown  how  the  rearguard  of 
the  one  and  the  vanguard  of  the  other  were  pared  down  in  1943  and 
1944  until  an  immense  gap  lay  between  the  two  areas  of  postwar 
planning  on  which  the  greatest  progress  had  been  made.  The  present 
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chapter  discusses  the  heterogeneous  collection  of  limited  plans  de- 
signed to  cover  this  middle  area  of  postwar  preparations. 

In  the  earlier  stages  of  postwar  planning,  as  we  have  seen,  no  sharp 
distinction  was  drawn  between  plans  for  organizing  the  supply  of 
consumer  goods  and  plans  for  organizing  the  supply  of  producer 
goods  for  the  areas  that  would  be  liberated.  The  distinction  between 
relief  and  reconstruction  was  hastened,  if  not  initiated,  by  differences 
over  the  scope  of  the  proposed  relief  organization.  In  Washington 
the  strange  and  to  outsiders  the  unintelligible  connection  made  be- 
tween the  idea  of  reconstruction  in  liberated  territories  and  the  idea 
of  President  Roosevelt's  New  Deal  confused  counsels  and  hindered 
serious  consideration  of  international  issues  on  their  own  merits. 
Both  during  and  after  the  war  some  congressmen,  following  Mr. 
Hoover,  argued  that  only  consumer  goods  should  be  sent  to  the 
liberated  areas.  Fortunately,  this  extreme  position  was  never  accepted. 
Its  absurdity  and  wastefulness  were  obvious :  what  sense  would  there 
be  in  pouring  in  large  quantities  of  consumer  goods  from  outside, 
and  leaving  domestic  production  crippled  for  want  of  moderate  or 
small  quantities  of  producer  goods?  Whatever  satisfaction  it  might 
bring  to  the  combination  of  philanthropic,  laissez-faire,  and  isola- 
tionist impulses  of  its  advocates,  it  was  certain  to  be  costly  for  the 
supplying  countries  and  only  a  temporary  panacea  for  the  receiving 
countries.  But  though  the  new  isolationists  did  not  get  their  way, 
neither  did  the  thoroughgoing  supporters  of  large-scale  reconstruction 
get  much  of  what  they  wanted.  The  "rehabilitation"  functions  of 
UNRRA  were  not  to  be  dismissed  lightly  as  of  no  account,  but  it  was 
soon  realized  that  a  very  large  part  of  UNRRA's  funds  would  have 
to  be  spent  on  food  supplies. 

Clearly,  the  gaps  in  reconstruction  measures  would  have  to  be  filled 
from  other  sources  and  by  different  methods.  But  as  with  relief,  so 
with  reconstruction ;  the  political  atmosphere  in  Washington  set  limits 
on  what  could  be  done,  with  little  regard  to  the  ideas  of  planners  on 
what  ought  to  be  done.  And  the  limits  were  sharpest  in  those  aspects 
of  reconstruction  for  which  large  funds  were  indispensable.  The 
United  States  contribution  to  UNRRA  was  larger  than  any  contribu- 
tion made  up  to  that  time  by  any  country  for  international  purposes. 
It  would  not  have  been  easy  for  the  administration  to  have  gone  to 
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Congress  again  soon  afterwards  to  seek  large  additional  funds  for 
reconstruction,  even  if  the  postwar  planning  groups  in  Washington 
and  London  had  given  much  more  attention  than  they  did  to  the  study 
of  reconstruction  needs  and  had  made  greater  efforts  than  they  did 
to  convince  the  higher  political  personages  of  the  necessity  of  far- 
reaching  measures  to  assist  liberated  countries  to  rebuild  their  produc- 
tive capacity,  restore  normal  working  stocks,  reestablish  their  fiscal 
and  financial  systems,  and  ultimately  bring  their  external  trading  and 
financial  transactions  into  equilibrium.  Actually,  except  perhaps  for 
monetary  reconstruction,  very  little  time  seems  to  have  been  given  by 
civil  servants  and  almost  none  by  the  higher  ranks  to  the  systematic 
investigation  of  these  questions  during  the  war.  In  the  field  of  recon- 
struction there  was  no  counterpart  to  the  well-organized,  forward- 
looking  groups  that  worked  on  the  long-run  aspects  of  international 
monetary  and  trade  questions. 

But  if  there  was  little  or  no  attempt  to  consider  reconstruction  as  a 
whole,  and  nothing  analogous  to  the  comprehensive  efforts  to  give 
effect  to  Article  VII  of  the  Mutual  Aid  agreement,  there  was  never- 
theless much  useful  if  scattered  work  on  particular  aspects  of  recon- 
struction. For  the  most  part  this  work  was  started  and  guided  by  civil 
servants,  both  temporary  and  permanent,  and  the  progress  made  in 
certain  directions  was  mainly  due  to  the  initiative  and  energy  of  indi- 
viduals with  enough  imagination  to  look  beyond  the  routine  work  of 
the  day.  These  qualities  are  distributed  unevenly  in  government  de- 
partments as  they  are  in  other  walks  of  life.  The  largest  scope  for  them 
lay  in  those  aspects  of  postwar  reconstruction  in  which  much  could  be 
done  without  seeking  large  financial  appropriations  from  supplying 
countries.  This  was  a  larger  field  than  is  sometimes  realized. 

Of  these  aspects  of  reconstruction  one  of  the  first  to  be  discussed  in 
London  by  an  international  group  was  European  monetary  recon- 
struction. In  the  early  months  of  1942  I  found  that  Foreign  Office, 
Treasury,  and  Board  of  Trade  officials  were  considering  what  prep- 
arations could  be  made  to  deal  with  the  monetary  confusion  which 
would  be  found  in  the  occupied  territories  immediately  after  libera- 
tion. Keynes  remarked  to  me  on  the  number  of  luncheons  and  dinners 
to  which  representatives  of  the  Allied  Governments  in  Exile  were 
inviting  him.  Though  he  appreciated  the  personal  compliment,  he 
suspected  that  an  important  motive  behind  these  invitations  was  the 
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hope  of  learning  something  about  the  government's  attitude  on  post- 
liberation  monetary  questions.  Soon  Nigel  Ronald,  tireless  Foreign 
Office  missionary  in  all  postwar  economic  causes,  told  me  that  the 
Foreign  Office  was  convinced  that  Anglo-American  cooperation  in 
such  matters  was  essential,  and  was  reluctant  to  begin  discussions 
with  the  Allies  without  United  States  participation.  In  their  view  the 
proper  procedure  was  to  form  a  group  of  U.S.,  U.K.,  and  Allied 
financial  experts  to  "think  together"  and  discuss  the  issues  informally 
as  early  as  possible,  rather  than  study  and  formulate  in  isolation  plans 
which  might  be  difficult  to  reconcile  later.  Ambassador  Winant  shared 
these  views,  which  were  almost  identical  with  those  which  he  had 
expounded  to  me  in  1941  in  discussing  Article  VII  of  the  Lend-Lease 
agreement. 

But  it  is  never  safe  to  assume  that  things  which  appear  reasonable 
on  one  side  of  the  Atlantic  will  appear  reasonable  on  the  other  side, 
or  that  economic  common  sense  will  be  regarded  as  political  common 
sense.  Besides  the  generally  cautious  attitude  of  the  Secretary  of  State 
in  1942  regarding  discussions  of  postwar  matters  with  other  coun- 
tries, it  was  doubted  in  some  Washington  circles  whether  the  repre- 
sentatives of  the  governments  in  exile  would  carry  much  weight  with, 
or  even  be  acceptable  to,  their  countrymen  after  liberation.  What  then, 
it  was  argued,  would  be  the  use  of  reaching  agreements  with  ministers 
in  exile  who  might  be  repudiated  in  their  own  countries  when  the 
time  came  to  give  effect  to  the  agreements  ?  But  quite  as  important  as 
this  general  question  was  the  uncertainty  regarding  the  future  govern- 
ment of  France,  and  President  Roosevelt  and  Secretary  Hull  were 
particularly  sensitive  on  this  point,  not  only  in  1942  but  for  some 
time  later.1  There  was  much  suspicion  of  the  United  Kingdom  atti- 
tude toward  the  Free  French.  The  Foreign  Office  view,  expressed  to 
me  in  informal  discussions  on  the  proposal  to  set  up  an  Inter-Allied 
financial  committee,  was  that  it  was  too  early  to  predict  which  of  the 
governments  in  exile  would  become  the  governments  of  their  coun- 
tries after  liberation,  but  that  it  was  important  to  uphold  the  legal 
position  that  no  break  had  occurred  in  the  continuity  of  the  free 
governments  of  the  temporarily  occupied  countries.  The  United  King- 

1  For  a  brief  discussion  which  goes  to  the  root  of  the  matter  see  J.  G. 
Winant,  Letter  from  Grosvenor  Square  (Boston,  Houghton  Mifflin),  pp.  250-52. 
The  passages  should  be  taken  as  a  whole.  Some  reviewers  have  created  a 
misleading  impression  by  citing  the  first  part  in  isolation. 
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dom  believed  that  the  best  way  to  do  this  was  by  carrying  on  business 
with  the  governments  in  exile  without  regard  to  the  question  whether 
the  ministers  in  those  governments  would  maintain  their  positions 
after  the  war.  The  Germans  tried  to  belittle  these  governments  and  to 
deny  their  legal  status,  but  their  desperate  efforts  to  capture  King 
Haakon  were  evidence  of  their  anxiety  to  prevent  legally  constituted 
free  governments  from  being  set  up  abroad. 

This  subject  cannot  be  pursued  here,  but  it  should  be  noted  that 
the  differences  described  above  delayed  full  United  States  participa- 
tion in  economic  discussions  with  the  Allied  Governments  in  Exile. 
For  some  time  the  U.S.  Treasury  attache  and  the  present  writer  could 
attend  the  meetings  only  as  "observers" — a  status  unpleasantly  remi- 
niscent of  the  days  of  isolationism. 

The  discussions  on  financial  reconstruction  of  the  liberated  areas 
were  carried  on  in  a  committee  composed  of  the  finance  ministers 
of  the  European  Allied  governments  and  of  British  Treasury  and 
Bank  of  England  representatives.  The  meetings  were  designed  not 
to  prepare  plans  but  to  exchange  information  and  analyze  the  issues. 
Nevertheless,  some  of  the  results  appear  significant  in  retrospect, 
notably  in  revealing  early  the  intention  of  some  governments  to  adopt 
drastic  measures  to  deal  with  the  menace  of  postwar  inflation  re- 
sulting from  the  scarcity  of  goods  and  the  expansion  in  bank  notes, 
bank  balances  and,  in  some  areas,  Treasury  bills,  and  the  dangers  of 
further  deterioration  in  economic  controls.2  Some  of  them  were  al- 
ready having  new  currency  notes  printed  to  take  into  their  countries 
at  the  time  of  liberation.  Others  were  considering  as  a  temporary 
device  the  uover stamping"  of  a  certain  proportion  of  existing  notes. 
In  1942  it  was  too  early  to  decide  on  the  ratio  of  exchange  between 
old  and  new  notes  or  the  proportion  of  notes  to  be  overstamped. 

The  second  question  on  the  supply  of  money  was  whether  or  not 
to  block  all  bank  deposits  immediately  after  liberation.  Some  Allied 

2  The  increase  of  money  had  already  been  large  in  all  the  occupied  countries, 
but  the  increase  of  prices  varied  in  different  countries.  Greece  had  fallen  into 
economic  chaos,  but  in  some  countries  the  Germans  were  concerned  to  prevent 
a  monetary  collapse  that  would  have  injured  their  interests.  In  the  sectors  of 
the  economy  producing  war  materials  or  defense  works  for  the  Germans  the 
supply  of  money  was  abundant  and  its  turnover  considerable,  but  even  here  a 
large  part  of  monetary  receipts  merely  increased  cash  reserves,  scarcity  of  raw 
materials  preventing  an  increase  in  production  and  stocks  apart  from  German 
demands.  Economic  controls  prevented  the  cash  reserves  from  flowing  into  in- 
creased wages  and  dividends. 
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finance  ministers  proposed  first  to  block  all  deposits,  then  to  release 
a  certain  proportion  for  essential  working  uses,  and  subsequently, 
after  scrutiny3  of  large  accounts,  to  release  an  additional  proportion 
to  be  determined  in  the  light  of  the  price  level  which  it  was  hoped 
to  establish.  The  remainder  would  be  cancelled  or  exchanged  for 
government  bonds. 

From  the  attitude  of  the  Belgian  experts  I  inferred  that  the  Bel- 
gian government,  more  confident  than  some  of  the  others  of  its 
reception  after  liberation,  had  already  decided  to  perform  this  type 
of  surgical  operation  on  the  currency.  Other  Allies  were  seriously 
considering  it.  But  it  did  not  pass  unquestioned:4  some  feared  that 
it  would  hamper  reconstruction  and  reconversion;  others  pointed  to 
the  difficulties  in  establishing  equitable  and  administratively  work- 
able criteria  for  determining  the  extent  and  incidence  of  blocking. 
Forced  loans  or  capital  levies  were  suggested  as  alternatives.  It  was 
agreed  that  much  short-term  debt  would  have  to  be  funded  and  that 
the  cashing  of  bills  at  maturity  might  have  to  be  restricted. 

Some  of  the  differences  in  detail  on  domestic  economic  reconstruc- 
tion arose  out  of  the  differences  between  the  internal  conditions  of 
the  areas  concerned  rather  than  from  divergences  of  principle.  Dif- 
ferences between  the  behavior  and  attitudes  of  the  peoples  in  mone- 
tary matters  as  well  as  differences  in  the  structure  of  banking  and 
in  monetary  habits  had  to  be  taken  into  account. 

In  the  background  of  the  discussions  lay  great  differences  in  the 
extent  of  communication  and  coordination  between  the  governments 
in  London  and  the  active  and  passive  resisters  at  home  who  were 
making  surreptitious  postwar  preparations.  The  greater  confidence 
of  the  Belgian  government  in  London  arose  out  of  the  effective  com- 
munication which  they  maintained  with  noncollaborationist  govern- 
ment personnel  at  home,  and  which  enabled  common  postwar  plans 
to  be  prepared.5 

No  more  difficult  exercise  of  judgment  faced  the  postwar  planners 

3  At  this  point  a  political  motive  was  added  to  the  economic  motives :  it  was 
desired  to  examine  the  accounts  of  suspected  collaborators  and  others  who  had 
become  rich  under  the   German  occupation. 

*The   Netherlands   representatives   doubted  its   expediency. 

5  See  the  illuminating  study  by  L.  H.  Dupriez,  Monetary  Reconstruction  in 
Belgium  (New  York,  King's  Crown  Press),  1947.  Professor  Dupriez,  with 
whom  the  present  writer  was  able  to  check  his  impressions  in  London  after  the 
liberation  of  Belgium  but  before  the  war  ended,  took  an  active  part  in  the 
surreptitious  planning  in  Belgium  during  the  occupation. 
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of  monetary  reconstruction  than  that  involved  in  fixing  a  postwar 
exchange  rate.  These  early  discussions  revealed  the  difficulties  with- 
out leading  to  solutions.  It  was  indeed  on  this  point  that  the  im- 
portance of  United  States  and  British  cooperation  in  planning  was 
most  clearly  demonstrated.  Much  could  be  done  on  domestic  financial 
policy  in  any  liberated  territory  without  knowing  what  all  the  rest 
of  the  world  would  do,  but  the  fixing  of  exchange  rates  could  never 
be  a  one-sided  process.  The  fixing  of  an  exchange  rate  in  a  liberated 
area  raised  questions  of  future  costs  and  prices  abroad  as  well  as  at 
home,  and  the  Allies  quickly  pointed  out  that  costs  and  prices  in 
dollars  and  sterling  would  be  of  immediate  concern  to  the  liberated 
countries  because  the  dollar  and  sterling  areas  would  provide  a  large 
part  of  relief  and  reconstruction  materials.  The  committee  agreed 
that  in  the  immediate  postwar  period  the  question  was  not  what 
permanent  rates  should  be  fixed  but  what  provisional  rates  should 
be  used  in  reviving  international  trade.  Any  lasting  exchange  rates 
must  bear  some  relation  to  costs  and  prices  in  the  trading  areas. 
But  which  costs  and  prices  could  be  taken  into  account  in  setting  up 
provisional  rates  at  the  time  of  liberation?  In  most  of  the  occupied 
areas  a  large  volume  of  transactions  took  place  at  black  market 
prices  much  higher  than  official  prices.  It  was  agreed  that  existing 
controls  must  be  maintained  or  new  controls  substituted  for  them 
and  that  black  markets  would  not  disappear  overnight.6  Nor  could 
the  effects  of  currency  reforms  on  the  price  level  be  estimated  pre- 
cisely in  advance.  At  this  point  Mr.  Keynes  appeared  with  a  bril- 
liantly phrased  contribution  maintaining  that  the  best  criterion  to  use 
in  practice  was  the  change  in  comparative  wage  levels  since  the  pre- 
war period.  This  simplified  the  question:  there  were  not  as  many 
different  wages  for  the  same  kinds  of  work  as  there  were  prices  for 
the  same  kinds  of  goods.  But  although  it  was  important  to  take  ac- 
count of  changes  in  wage  rates  or  earnings  the  prospects  of  maintain- 
ing stable  wages  after  liberation  were  doubtful  and  varied  greatly 
within  the  occupied  area  as  a  whole.  The  discussions  on  exchange 
rates  stopped  at  this  exploratory  stage :  it  was  too  early  to  attempt  to 
lay  down  provisional  rates.7 

6  In  reading  this  highly  compressed  discussion  the  reader  should  remember 
that  there  is  not  space  here  to  take  account  of  the  wide  variations  in  different 
parts  of  the  occupied  area. 

7  A  general  proposition  that  seemed  to  draw  assent  from  most  of  the  com- 
mittee   was    that    as    nearly    as    possible    there    should    be    neither    inflation    nor 
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Although  these  exchanges  of  views  among  Finance  Ministers  were 
tentative  and  exploratory  they  show  that  active  planning  was  already 
in  progress  long  before  the  war  ended.  They  show,  too,  that  financial 
experts  from  the  start  were  well  aware  of  the  decisive  importance 
of  "real"  as  distinguished  from  monetary  factors.  The  effects  of 
the  supply  of  goods  and  of  the  efficiency  of  "real"  controls  and  the 
attitude  of  the  people  toward  them  were  rarely  lost  sight  of.  But  war 
aims  and  peace  aims  are  not  always  complementary.  While  the 
Finance  Ministers  were  emphasizing  the  need  to  maintain  strict  eco- 
nomic controls  in  the  early  postwar  period  their  counterparts  in  other 
ministries,  broadcasting  to  the  occupied  territories,  were  exhorting 
their  peoples  to  sabotage  the  German  economic  controls.  "C'etait  la 
guerre,"  but  some  habits  formed  in  war  are  not  immediately  thrust 
aside  when  peace  comes. 

Thus  it  was  recognized  early  that  monetary  reconstruction  was  an 
essential  basis  for  agricultural,  mining  and  industrial  reconstruction 
but  that  the  monetary  mechanism  alone  was  not  enough  to  control 
economic  transition  from  war  to  peace.  The  outstanding  character- 
istic of  the  transition  period  would  be  scarcity  both  of  essential  pro- 
ducer and  consumer  goods.  Monetary  controls  could  not  in  them- 
selves cope  with  scarcities  and  it  was  doubtful  whether  they  could 
be  maintained  at  all  without  aid  from  "real"  controls.  In  the  after- 
math of  the  First  World  War  this  had  not  been  understood,  and  the 
inflation  was  much  worse  in  almost  all  countries  during  the  early 
reconstruction  period  than  it  had  been  during  the  war. 

During  periods  of  unavoidable  scarcity,  distribution  is  of  supreme 
importance — the  distribution  of  scarce  producer  goods  as  well  as  of 
consumer  goods.8  The  all-round  recovery  of  production  depends  largely 
on  the  control  of  distribution.  The  more  thorough  control  of  distribu- 
tion during  the  war  years  after  1939  made  this  clearer  than  it  had 
been  to  the  men  of  1914-1918.  An  extensive  machinery  of  allocation 
had  been  set  up  by  the  United  Kingdom,  the  United  States,  and 
Canada  for  war  purposes,  and  the  question  soon  arose  whether  it 

deflation  after  liberation.  This  proposition  did  not  appear  to  me  to  be  useful 
in  the  circumstances  of  the  times  and  I  have  omitted  discussion  of  it  in  this 
account. 

8  It  is  strange  that  many  have  held  the  opposite  view,  contending  that  if  there 
is  not  enough  to  go  around  it  does  not  matter  much  how  the  inadequate  amounts 
are  distributed ;  the  important  thing  is  to  produce  more. 
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should  be  scrapped  abruptly  at  the  end  of  the  war  or  continued 
through  the  transition  period. 

The  first  discussions  appear  to  have  centered  on  transport.  The 
Inter-Allied  Post  War  Requirements  Committee  set  up  a  committee 
on  European  inland  transport  which  included  distinguished  British 
and  continental  European  experts.  Its  members  quickly  perceived 
that  they  had  to  do  with  a  subject  which,  though  it  affected  the  dis- 
tribution of  relief  goods,  was  chiefly  a  question  of  reconstruction. 
When  the  Inter- Allied  Committee  was  disbanded  and  its  work  taken 
over  by  UNRRA,  the  transport  committee  continued  independently 
for  a  time  pending  the  adoption  of  its  own  recommendation — that 
a  European  inland  transport  organization  should  be  set  up.  The  com- 
mittee showed  that  with  adequate  planning  and  organization  the 
losses  of  and  damage  to  transport  equipment  during  the  war  could 
be  largely  offset  by  more  intensive  use  of  what  remained.  Before  the 
war  wagons  and  coaches  on  international  trains  were  often  obliged 
to  return  empty  or  incompletely  used  by  the  same  routes  over  which 
they  came,  instead  of  returning  by  other  routes  on  which  they  would 
attract  more  freight  and  passengers.9  International  negotiations  would 
be  necessary  to  achieve  this  reform.  In  addition,  there  were  numerous 
questions  of  repair  and  reconstruction  both  on  railways  and  on  in- 
land waterways,  and  on  these  also  international  cooperation  would 
be  necessary.  Great  difficulties  were  to  be  expected  over  the  restitu- 
tion of  transport  equipment  which  had  been  widely  dispersed  over 
the  continent  by  the  Germans.  All  governments  in  the  liberated  terri- 
tories would  strive  to  get  back  their  prewar  equipment,  and  in  the 
disturbed  conditions  of  the  transition  period  there  was  a  danger 
that,  as  in  19 19,  they  would  order  the  unloading  of  goods  at  the 
frontiers  for  fear  that  their  wagons  would  not  be  returned.  Finally, 
there  was  the  question  how  new  equipment  could  be  obtained  for 
liberated  areas  in  competition  with  domestic  and  with  other  interna- 
tional demands  in  the  supplying  countries  abroad,  and  how  to  allocate 
it  among  the  European  claimants.  The  supply  would  certainly  fall 
short  of  the  demand  in  the  earlier  stages  of  reconstruction,  and  the 
United  States  and  United  Kingdom  would  have  to  meet  a  heavy 
demand  for  replacement  of  their  own  rolling  stock  and  equipment, 

9  This  had  been  true  of  the  earlier  stages  of  United  States  railroad  history, 
but  in  the  earlier  part  of  the  twentieth  century  it  had  been  remedied  by  agree- 
ments among  the  railroads. 
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which  had  been  greatly  overworked  during  the  war.  The  Allied  coun- 
tries would  gain  by  the  maintenance  of  orderly  allocation  and  procure- 
ment in  the  postwar  period  of  transition. 

In  1942  Ambassador  Winant  began  a  long  struggle  to  persuade 
Washington  to  send  one  or  more  experts  on  transport  to  London 
to  discuss  these  questions  with  the  British  and  the  European  Allied 
experts.  For  a  long  time  he  was  unsuccessful,  but  when  I  visited 
Washington  on  two  occasions  in  1943  I  was  encouraged  to  find  that 
a  small  group  of  officials  in  the  Departments  of  State  and  Commerce 
were  closely  following  the  work  in  London  and  had  started  work  of 
their  own  in  the  same  field.10  However,  they  were  not  permitted  for 
many  months  to  enter  into  discussions  with  other  countries.  In  Lon- 
don both  ministers  and  officials  were  prepared  to  negotiate  as  soon 
as  the  United  States  and  the  Soviet  Union  were  ready.  Thus  plan- 
ning in  Inter-Allied  circles,  in  Whitehall,  and  in  Washington  in 
1942  and  1943  laid  the  foundations  of  the  European  organization 
which  it  was  hoped  to  establish  later. 

But  preliminary  negotiations  through  diplomatic  channels  were 
long-drawn-out.  After  early  delays  in  Washington  no  serious  dif- 
ferences arose  among  the  United  Kingdom,  the  European  Allied 
governments,  and  the  United  States.  But  all  sought  the  cooperation 
of  the  Soviet  Union  without  which  the  organization  could  not  dis- 
charge its  functions  adequately  for  the  whole  of  the  European 
continent.  The  Russian  railways  were  constructed  on  the  broad 
gauge,  and  when  Russian  armies  advanced  into  Europe  later  they 
would  doubtless  extend  broad-gauge  lines  into  the  Eastern  European 
countries  through  which  they  advanced.  Germany  stood  in  a  central 
position  of  great  importance  for  through  traffic  in  Europe.  Agree- 
ment with  the  Soviet  Union  would  be  necessary  for  the  reestablish- 
ment  of  unified  German  railway  services.  The  representatives  of  Cen- 
tral and  Eastern  as  well  as  those  of  Western  and  Southern  Europe 
were  already  well  informed  and  needed  no  further  persuasion  to 
convince  them  of  the  uses  of  a  European  transport  organization  after 
liberation.  The  main  problem  was  to  impress  on  the  U.S.S.R.  the 

10  Throughout  the  war  the  State  Department  was  well  served  by  a  small 
but  competent  group  of  officials  working  on  shipping,  inland  and  air  transport 
questions.  They  maintained  a  sense  of  continuity  and  consistency  lacking  in 
some  of  the  other  sections  of  the  Department  where  a  high  rate  of  turnover 
led  to  discontinuity  in  policy  and  preparations. 
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importance  of  the  subject  and  to  persuade  them  to  send  representa- 
tives to  a  European  international  meeting. 

In  London  and  Washington  the  officials  who  were  concerned 
with  shipping  showed  no  less  foresight  than  those  who  were  con- 
cerned with  inland  transport.  Outstanding  administrators  in  the  Min- 
istry of  War  Transport  and  the  War  Shipping  Administration  saw 
as  early  as  1943  that  preparations  must  be  made  to  continue,  with 
appropriate  modifications,  the  wartime  machinery  for  the  allocation 
and  routing  of  Allied  shipping  and  perhaps  for  a  time  even  the 
specification  of  particular  ships  for  particular  cargoes.  Here,  how- 
ever, was  a  question  for  skilled  international  negotiation.  The  Com- 
bined Shipping  Adjustment  Board  was  an  exclusively  Anglo-Ameri- 
can body.  It  was  the  most  informal  of  wartime  international  bodies. 
Of  its  constitution  and  proceedings  there  is  little  formal  record 
but  it  provided  the  necessary  link  between  the  Ministry  of  War 
Transport  and  the  War  Shipping  Administration.  Under  the  stress 
of  wartime  conditions  the  Allied  Governments  in  Exile  of  the 
continental  European  shipping  countries  agreed  that  their  mer- 
chant fleets  which  had  escaped  from  the  enemy  should  be  placed 
under  the  control  of  the  Combined  Shipping  Adjustment  Board,  even 
though  they  were  not  themselves  represented  on  the  board.  But  it 
could  not  be  expected  that  the  European  Allied  shipping  countries 
would  allow  this  arrangement  to  continue  after  the  European  war 
had  ended.  If  their  ships  were  to  remain  during  the  transition  period 
as  part  of  an  Allied  pool  they  would  at  least  demand  representation 
on  the  international  body  which  operated  the  pool.  As  they  had  agreed 
during  the  war  to  the  use  of  their  ships  first  to  assist  in  the  defeat 
of  the  enemy,  so,  at  the  coming  of  peace,  they  would  demand  that 
their  ships  should  be  used  first  to  assist  in  supplying  the  needs  of  the 
liberated  countries. 

Yet  it  was  essential  that  shipping  controls  should  not  be  abandoned 
suddenly  when  the  war  ended  in  Europe,  as,  on  the  insistence  of 
the  United  States,  they  had  been  when  the  First  World  War  ended. 
First,  a  large  quantity  of  shipping  might  be  needed  in  the  Pacific. 
Second,  there  would  be  a  great  demand  for  shipping  to  return  the 
overseas  armies  of  the  Allies  to  their  homelands.  Third,  the  liberated 
areas  would  be  urgently  in  need  of  shipping  to  bring  overseas  supplies 
to  them.  Fourth,  traders  would  seek  shipping  to  resume  peacetime 
trading  operations  all  over  the  world  and  especially  in  seas  freed 
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from  enemy  submarines  and  mines.  Priorities  would  have  to  be 
agreed  upon  and  enforced  to  deal  with  these  demands  in  an  orderly 
manner.  A  new  agreement  and  perhaps  the  formation  of  a  new  or- 
ganization would  have  to  be  negotiated  among  all  the  Allied  coun- 
tries which  possessed  merchant  fleets.  The  intense  demand  for  ship- 
ping in  the  immediate  postwar  period  would  create  confusion  unless 
the  use  of  ships  were  regulated  carefully  in  accordance  with  a  new 
order  of  importance  of  different  uses ;  otherwise  the  interests  of  ship- 
owners under  free  competition  would  differ  greatly  from  the  in- 
terests of  the  United  Nations. 

By  early  1944  memoranda  had  been  exchanged  between  London 
and  Washington  on  early  postwar  shipping  questions,  and  prepara- 
tions were  being  made  to  take  up  the  matter  with  the  shipping  coun- 
tries among  the  Allies. 

However,  the  authorities  in  control  of  Allied  shipping  did  not 
themselves  determine  the  order  of  importance  of  the  movements  of 
different  cargoes  and  passengers :  their  function  was  to  give  effect  to 
the  decisions  of  other  authorities  when  the  supply  of  shipping  was 
sufficient  to  do  so,  and  to  call  attention  to  the  necessity  of  modifying 
those  decisions  when  it  was  not.  Some  of  the  decisions  on  the  order 
of  importance  of  the  different  uses  of  transport  for  the  aim  of  de- 
feating the  enemy  might  be  made  by  the  heads  of  state,  and  most  of 
the  details  were  decided  by  other  "appropriate  authorities"  within  the 
war  government  organizations  of  the  U.S.  and  the  U.K.  Again, 
within  a  few  broad  categories  of  goods  there  were  other  U.S. -U.K. 
bodies  designed  to  assist  in  deciding  on  allocations,  particularly  the 
Combined  Food  Board  (in  which  Canada  joined),  the  Combined 
Raw  Materials  Board,  and  the  Combined  Production  and  Resources 
Board.  Some  of  the  decisions  of  these  bodies  might  affect  directly 
or  indirectly  the  kinds  and  the  amounts  of  goods  to  be  transported 
between  different  Allied  and  neutral  countries. 

The  future  of  the  Combined  Boards  was  therefore  a  matter  of 
importance  for  the  early  postwar  period.  Were  they  to  be  continued 
and,  if  so,  in  what  form?  As  with  the  Combined  Shipping  Adjust- 
ment Board,  it  could  hardly  be  expected  that  the  Allied  countries 
not  represented  on  the  boards  would  agree,  after  the  war  ended,  to 
allocations  which  determined  what  they  would  receive,  or,  in  some 
countries,  where  their  supplies  would  go,  unless  they  could  take  part 
in  deciding  the  allocations.  This  applied  particularly  to  the  Combined 
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Food  Board.  But  it  was  easier  to  agree  on  the  necessity  of  changing 
the  form  of  the  boards  at  the  end  of  the  war  than  it  was  to  agree 
on  the  precise  changes  to  be  made,  and  there  was  much  argument 
in  both  Whitehall  and  Washington  concerning  the  structure  and 
uses  of  the  boards  immediately  after  the  European  war.  An  ex- 
ploratory letter  went  from  Washington  to  London  seeking  British 
views  on  the  subject. 

Returning  to  London  at  the  end  of  1943  from  the  UNRRA  Council 
meeting  I  found  Ambassador  Winant  worried  over  the  slowness  of 
postwar  planning.  The  Second  World  War  had  already  lasted  as  long 
as  the  First,  and  the  Allies  were  still  unready  for  the  peace.  The 
invasion  of  Northwest  Europe  which  was  to  end  the  war  would 
soon  begin.  The  complexities  and  uncertainties  of  the  coming  land, 
sea,  and  air  operation  were  a  constant  source  of  anxiety.  The  Am- 
bassador had  fought  in  Europe  as  a  volunteer  from  early  in  the 
First  World  War  and  well  knew  where  the  brunt  of  war  fell.  He 
was  conscious,  in  those  anxious  months  of  waiting  for  the  final 
grand  assault,  of  the  thousands  of  young  men  who  were  soon  to  be 
cut  off  in  the  morning  of  their  lives.  Their  sacrifice,  he  believed, 
was  the  price  of  failures  in  high  places  in  the  prewar  years,  of  the 
illusions  of  appeasement  and  isolationism,  and  of  the  loss  of  op- 
portunities to  reconstruct  the  world  in  a  new  image  after  1919.  He 
spoke  of  the  immense  responsibilities  that  lay  on  those  few  individuals 
in  high  places  to  leave  nothing  undone  to  win  the  war  without  unneces- 
sary loss  of  life  and  to  create  after  it  a  world  in  which  such  conflicts 
would  not  recur.  He  expressed  confidence  in  the  Allied  war  leaders 
and  their  direction  of  the  war  but  feared  that  they  were  giving  no 
comparable  attention  to  the  conditions  of  the  peace.  He  was  aware 
of,  and  did  what  he  could  to  assist,  the  earnest  efforts  of  the  groups 
of  officials  in  Washington  and  London  to  hasten  preparations  for 
the  postwar  period.  But  he  deplored  the  difficulties  of  getting  broad 
and  unified  consideration  of  these  plans  in  the  highest  quarters. 
His  mind  was  constantly  ranging  ahead,  conscious  of  the  risk  that 
in  absorption  in  the  pressing  affairs  of  the  day  the  dangers  of  the 
morrow  would  pass  undetected  and  that  unforeseen  emergencies 
might  arise  for  which  no  preparations  had  been  made.  He  liked  his 
advisers  to  concentrate  not  only  on  immediate  issues  but  also  on 
issues  which  they  thought  might  become  important  six  months  or 
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a  year  or  two  later.  In  economic  matters  he  frequently  reminded  me 
of  this,  and  in  the  early  months  of  1944  I  attempted  to  make  a  new 
appraisal  of  the  future  of  postwar  preparations.  By  this  time  I  was 
convinced  that  planning  for  reconstruction  was  at  once  supremely 
important  and  seriously  deficient. 

The  chief  result  of  my  study  was  to  bring  out  the  danger  that  the 
establishment  of  UNRRA  would  create  the  illusion  that  the  financial 
needs  of  the  transition  period  had  been  provided  for  and  that  the 
new  permanent  international  organizations  which  were  planned  to 
deal  with  short-run  balance-of-payments  difficulties,  with  long-term 
international  investment,  and  with  international  trade  and  raw  ma- 
terial questions  under  normal  peacetime  conditions,  would  be  able 
to  take  on  where  UNRRA  left  off.  It  seemed  to  me  that  there  was 
an  enormous  gap  between  UNRRA  and  the  new  organizations  de- 
signed to  fulfil  the  commitments  made  in  Article  VII  of  the  Mutual 
Aid  agreement.  As  we  have  seen,  the  original  British  plan  on  inter- 
national monetary  organization  was  much  more  far-reaching  than 
the  plan  that  was  taking  shape  early  in  1944  in  the  whittled-down 
form  in  which  alone,  in  the  opinion  of  its  U.S.  sponsors,  it  stood 
any  chance  of  acceptance  by  the  United  States  Congress.  Studying 
the  tentative  drafts  of  the  plan  and  estimating  the  probable  outcome 
of  the  points  still  in  dispute  among  the  negotiations,  I  concluded  that 
no  contribution  to  reconstruction  or  to  the  solution  of  the  diffi- 
culties of  the  transition  period  could  be  expected  from  the  interna- 
tional monetary  organization,  and  that  if  an  attempt  were  made  at 
this  stage  to  change  the  plan  drastically  its  sponsors  would  probably 
be  defeated  in  Washington.  Hence  it  seemed  best  to  put  through  the 
plan  in  its  strictly  limited  but  politically  acceptable  form  and  seek 
a  solution  of  the  reconstruction  problem  through  other  means. 

The  reconstruction  problem  was  a  problem  of  finance  and  of  inter- 
national organization  to  deal  with  the  difficulties  of  the  transition 
period.  If  the  Western  European  Allies  were  to  pay  for  their  im- 
mediate needs  of  consumption  goods  out  of  their  foreign  exchange 
funds,  and  mainly  out  of  their  dollar  funds,  it  could  not  be  expected 
that  they  would  be  able  to  meet  their  reconstruction  needs  unaided. 
In  addition  there  was  the  special  U.K.  balance-of-payments  difficulty 
which  had  worried  Mr.  Keynes  and  his  colleagues  in  the  Treasury 
from  1 94 1  and  which,  though  it  gave  the  first  impetus  to  the  forma- 
tion of  the  international  monetary  plan,  later  was  left  outside  the 
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scope  of  the  plan  and  had  not  yet  been  dealt  with  in  any  other  plan. 
Yet  it  had  lost  none  of  its  importance  since  1941 :  in  fact  the  liquida- 
tion of  U.K.  foreign  balances  had  been  increased  considerably 
by  the  necessity  of  paying  for  deliveries  for  which  contracts  had 
been  made  before  Lend-Lease  started  and  which  continued  to  flow 
in  until  January  1944.11 

Thus  the  two  fundamental  questions  of  international  finance  ap- 
peared to  be,  first,  how  to  finance  the  requirements  of  the  continental 
European  Allies  for  external  aid  in  reconstruction,  and  second,  in 
view  of  the  loss  of  a  large  part  of  U.K.  foreign  investments,  how  the 
U.K.  could  obtain  a  sufficient  volume  of  imports  to  meet  the  needs  of 
its  people  for  essential  goods  for  home  consumption  and  for  raw 
materials  for  its  export  industries?  No  effective  attempt  had  been 
made  in  the  first  four  and  a  half  years  of  the  war  to  deal  with  either 
of  these  questions !  As  to  the  second  question,  I  still  believed  that  the 
simplest  and  most  effective  immediate  remedy  was  to  make  Lend- 
Lease  retroactive  and  reimburse  the  United  Kingdom  for  the  assets 
which  it  had  liquidated  in  the  common  cause.  But  it  seemed  useless 
to  suggest  this  in  1944:  the  political  education  of  congressmen,  of 
large  sections  of  the  public  and  even  of  official  Washington  in  these 
matters  had  been  wholly  neglected.  There  had  been  a  well  organized 
movement  to  inform  the  British  people  about  the  United  States  but 
little  or  nothing  had  been  done  to  inform  the  people  of  the  United 
States  about  Great  Britain.  In  the  interwar  period  isolationists  and 
pacifists  had  created  the  myth  that  the  United  States  had  been  drawn 
into  the  First  World  War  by  clever  but  wicked  "British  propaganda." 
As  if  to  give  no  excuse  for  the  extension  of  this  myth  to  the  Second 
World  War,  the  British  for  some  time  refrained  from  circulating  in  the 
United  States  adequate  information  about  or  explanation  of  their  posi- 
tion. In  their  anxiety  to  obtain  the  fullest  United  States  participation 
in  the  war  and  in  world  affairs  after  the  war,  they  often  ignored 
misrepresentations  from  anti-British  critics  in  the  United  States  and 
carefully  refrained  from  drawing  comparisons  between  the  part  played 
by  Britain  and  that  played  by  the  United  States  between  September 
1939  and  December  1941.  This  may  have  been  wise  restraint,  but  it 
drew  a  veil  over  the  fundamental  basis  of  the  balance-of-payments 

11 R.  G.  D.  Allen,  "Mutual  Aid  between  the  United  States  and  the  British 
Empire,  1941-1945,"  in  Journal  of  the  Royal  Statistical  Society,  1946,  pt.  Ill, 
p.  283. 
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difficulties  which  would  bring  an  economic  crisis  in  the  U.K.  im- 
mediately after  the  war.  I  have  always  thought  that  the  administration 
and  the  wiser  men  in  Congress  would  have  been  well  advised  to  have 
given  a  full  public  explanation  of  the  coming  economic  difficulties  of 
the  U.K.,  showing  particularly  the  extent  to  which  these  difficulties 
arose  out  of  Britain's  early  stand  against  the  common  enemy.  But  the 
opportunity  to  do  this  was  lost. 

The  sources  of  the  help  both  for  Great  Britain  and  for  the  con- 
tinental European  Allies  would  have  to  come  largely  from  countries 
far  from  the  battlefields.  To  the  countries  over  which  the  battle  raged 
or  which  were  within  range  of  aerial  bombardment,  the  Second  World 
War  had  been  much  more  widely  damaging  than  the  First.  The  area 
occupied  by  the  enemy,  and  therefore  completely  cut  off  from  eco- 
nomic relations  with  the  rest  of  the  world,  was  much  wider.  The 
American  continent,  because  of  its  distance  from  the  war  area  and — 
except  for  Canada — because  of  its  late  entry  into  the  war,  was  certain 
to  end  the  war  with  great  economic  advantages  over  Europe.  Its 
consumption  of  essential  products  had  not  been  curtailed,  and  in  some 
directions  had  even  increased.  Much  of  its  equipment  was  improved : 
innovations  were  introduced  in  1940  and  1941  which  Europe  could 
not  afford  to  adopt  during  the  war. 

But  these  world  changes  were  never  clearly  explained  to  the  Ameri- 
can public,  and  many  congressmen  were  more  concerned  to  find  useful 
weapons  in  party  political  controversy  than  to  form  a  clear,  unpreju- 
diced view  of  world  prospects  after  the  war.  Consequently,  at  that 
time  it  seemed  useless  to  suggest  any  large  generous  act,  such  as  later 
took  the  form  of  the  Marshall  Plan,  to  follow  rapidly  on  the  UNRRA 
contributions. 

The  alternative  form  of  help  lay  in  large  loans  to  meet  the  recon- 
struction needs  of  the  continental  European  Allies  and  to  close  the 
gap  in  the  U.K.  balance  of  payments  until  British  exports  could  be 
increased  to  the  necessary  extent.  Looking  at  the  measures  that 
seemed  likely  to  be  adopted,  I  was  impressed  with  their  inadequacy 
to  meet  either  of  these  needs.  The  lending  operations  of  the  proposed 
international  investment  organization  were  mainly  intended  to  meet 
long-term  needs  in  normal  peacetime  conditions  and  not  reconstruc- 
tion needs  immediately  after  the  war.  Of  course,  a  large  volume  of 
outstanding  international  loans  had  come  to  be  looked  on  with  dis- 
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favor  after  the  interwar  experience  of  loans  contracted  during  and 
just  after  the  First  World  War.  But  in  the  Second  World  War  the 
genius  of  President  Roosevelt,  by  substituting  Lend-Lease  for  com- 
mercial loans,  had  prevented  the  accumulation  of  unmanageable  debt, 
and  reconstruction  loans  would  not  have  to  be  superimposed  on  a 
large  wartime  debt.  Moreover,  the  interest  rates  and  terms  of  repay- 
ment on  reconstruction  loans  could  be  adjusted  to  world  conditions. 
If  political  conditions  permitted,  some  reconstruction  loans  could  be 
made  on  such  easy  terms  that  they  would  not  differ  widely  from 
grants-in-aid.  But  in  the  temper  of  the  times  it  seemed  politically 
necessary  to  preserve  the  forms  and  conceptions  of  the  marketplace. 

However,  there  were  a  number  of  different  ways  in  which  the 
British  balance-of-payments  difficulties  and  the  reconstruction  needs 
of  the  European  Allies  could  be  met,  and  in  early  1944  it  seemed  to 
me  that  the  most  urgent  task  was  not  to  press  dogmatically  any  one 
solution  but  first  to  call  attention  forcibly  to  the  existence  of  large 
gaps  in  the  most  immediately  important  parts  of  reconstruction  plan- 
ning and  to  the  necessity  of  filling  those  gaps  without  delay  if  existing 
postwar  plans  were  not  to  be  set  back.  Nor  was  it  merely  a  question 
how  the  gaps  should  be  filled — by  loans,  by  grants,  or  by  other 
methods.  There  was  the  further  question  what  international  channels 
should  be  used  for  applying  whatever  method  was  approved.  An 
examination  of  existing  plans  which  were  on  their  way  to  adoption 
showed  that  for  the  most  part  the  permanent  international  economic 
organizations  were  to  play  little  or  no  role  in  reconstruction  and  in 
the  troubles  of  the  period  of  transition  immediately  after  the  war.  The 
piecemeal  approach  to  postwar  economic  questions,  which  for  political 
reasons  could  not  be  avoided  in  the  years  before  general  agreement 
was  reached  on  the  principle  of  a  United  Nations  Organization,  was 
being  carried  too  far.  Prewar  experience  in  Geneva  had  impressed  on 
the  Ambassador  and  on  me  the  inherent  difficulties  of  establishing 
international  organizations  and  the  great  skill  and  strong  sense  of 
moral  purpose  that  were  needed  to  make  them  work  effectively.  It 
seemed  unwise  to  create  a  large  number  of  separate  new  organizations 
or  to  set  up  organizations  not  intended  to  exercise  significant  func- 
tions immediately  after  the  war. 
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n  April  1944  a  State  Department  mission  on  postwar 
planning  visited  the  embassy.  Among  its  members  were 
the  late  Dr.  Isaiah  Bowman,  H.  Freeman  Matthews,1  and  John  Lee 
Pratt,  who  were  interested  in  the  economic  as  well  as  political  aspects 
of  postwar  problems.  At  their  suggestion  I  summarized  my  views 
in  the  following  memorandum. 

ORGANIZATION  OF  INTERNATIONAL  ECONOMIC 
RECONSTR  UCTION 


(i)   The  United  Nations  Relief  &  Rehabilitation  Administration  has 

been  set  up  and  is  in  the  early  stages  of  organization, 
(ii)   An  International  Conference  has  been  held  on  Food  and  Agri- 
culture and  an  International  Food  and  Agriculture  Organization 
is  to  be  established, 
(iii)   A  conference  of  the  International  Labor  Organization  is  being 
held  on  the  postwar  international  program  for  labor. 
Discussions  have  taken  place  on : 

(iv)   An  international  monetary  organization, 
(v)   An  international  commercial  policy  organization. 
(vi)   An  international  commodity  (raw  material)  organization, 
(vii)   An  international  long-term  investment  organization, 
(viii)   Policies  with  respect  to  international  cartels, 
(ix)   International  commercial  aviation. 
The  discussions  have  gone  far  in  respect  to  (iv),  considerable  progress 
has  been  made  with  (v)  and  (vi),  while  the  discussions  on  (vii)  and 
(viii)  are  in  the  earliest  stage. 
Discussions  are  about  to  begin  on : 

(x)   Oil. 
Memoranda  have  been  exchanged  on: 
(xi)   Shipping, 
(xii)   European  inland  transport. 

1  Now  Under  Secretary  of  State. 
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At  the  Moscow  Conference  and  in  a  communication  from  Washington  to 
London  the  question  has  been  raised  of : 

(xiii)   An  overall  steering  committee  in  respect  of  measures  for  inter- 
national economic  reconstruction. 
A  communication  has  passed  from  Washington  to  London  on 

(xiv)   The  future  of  the  Combined  Boards. 

II 

Many  of  these  subjects  are  closely  interconnected  and  there  is  much 
more  unity  than  appears  on  the  surface  in  the  work  that  has  been  done. 
The  following  regrouping  of  subjects  will  help  to  make  this  clear: 
I.  Relief  and  Emergency  Rehabilitation 
II.  Food  and  Agriculture 

III.  Labor 

IV.  International  Monetary  Organization 
International  Investment  for  Development  Purposes 
International  Trade,  including 

Commercial  Policy 

Commodity  Policy 

Oil  Policy 

Cartel  Policy 
V.  International  Transport,  including 

Shipping 

Inland  Transport 

Commercial  Aviation 
I  suggest  there  are  good  reasons  for  adopting  some  such  classifications 
as  the  above  in  actually  setting  up  international  organizations.  Thus  in 
Group  IV  there  would  be  three  organizations  only,  and  in  Group  V  one 
organization  only.  This  would  make  the  task  of  overall  coordination  much 
simpler  than  it  would  be  if  there  were  ten  or  eleven  separate  organizations 
in  groups  IV  and  V. 

Ill 

How  far  does  the  preceding  classification  cover  the  fields  of  essential 
postwar  economic  measures  ? 

The  answer  depends  mainly  on  the  scope  which  is  given  to  the  subjects 
outlined  in  the  classification.  It  is  possible  to  give  the  subjects  a  sufficiently 
extensive  scope  to  cover  the  major  part  of  the  essential  fields. 

In  practice,  however,  the  discussions  have  left  important  gaps  which 
must  be  filled  if  grave  difficulties  are  to  be  avoided  in  the  postwar  period, 
particularly  during  the  transition  from  war  to  peace  conditions.  Many  of 
these  gaps  could  be  filled  by  extending  the  scope  of  the  discussions  of 
some  of  the  subjects  on  which  discussions  have  already  taken  place  or 
are  likely  to  take  place  in  the  near  future. 
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The  main  gaps  are : 

(a)  Little  provision  has  been  made  so  far  for  the  transition  period 
between  relief  and  the  early  stages  of  "rehabilitation"  on  the  one  hand  and 
the  application  of  long-term  economic  measures  on  the  other. 

(b)  The  subjects  discussed  under  Article  VII  have  been  treated  largely 
from  a  long-term  point  of  view.  In  some  cases  there  seems  to  have  been 
a  tendency  first  to  take  up  long-term  measures  and  policies  many  of 
which  it  is  agreed  can  only  take  effect  after  a  transition  period. 

This  tendency  is  not  in  itself  necessarily  open  to  adverse  criticism.  One 
of  the  main  objects  of  the  discussions  is  to  agree  on  the  establishment  of 
international  economic  bodies  in  certain  fields,  and  in  some  of  these 
fields — for  example,  monetary  policy  and  commercial  policy — it  is  im- 
practicable to  reach  such  agreement  without  a  careful  analysis  of  long- 
term  as  well  as  transition  problems.  Moreover,  it  would  be  dangerous  to 
adopt  transition  measures  on  a  day-to-day  basis  without  regard  to  their 
long-run  effects. 

But  the  time  has  now  come  when  measures  for  the  transition  period 
must  be  considered  on  a  comprehensive  scale  without  delay.  The  question 
arises  whether  problems  of  the  transition  period  shall  be  dealt  with 
through  separate  discussions  and  the  use  of  separate  machinery  from 
those  of  the  Article  VII  discussions  or  whether  the  scope  of  the  latter 
discussions  and  of  the  international  organizations  which  it  is  proposed 
to  establish  as  an  outcome  could  be  enlarged  to  cover  at  least  a  substan- 
tial part  of  the  measures  that  will  be  necessary  during  the  transition 
period. 

I  suggest  that  the  second  of  these  alternatives  should  be  adopted  where 
practicable,  for  the  following  reasons : 

( 1 )  The  working  experience  gained  in  dealing  with  transition  problems 
would  increase  the  efficiency  of  the  organization  when  it  came  to  deal 
with  long-term  reconstruction. 

(2)  There  would  be  greater  continuity  between  transition  and  long- 
term  policies  and  the  personnel  administering  them,  and  less  danger  that 
hastily  improvised  measures  would  be  adopted  in  the  transition  period 
which  would  prejudice  long-term  policies. 

If  the  principle  is  accepted  of  combining  where  practicable  discussions 
and  organizations  dealing  with  transition  problems  with  those  dealing 
with  long-term  problems,  what  would  be  the  scope  of  its  application  ? 

The  clearest  cases  are  in  the  broad  field  of  trade  policy,  especially  in 
commodity — particularly  raw  material — questions.  My  suggestion  is  that 
when  the  Article  VII  talks  are  resumed  the  discussions  of  commodity  and 
cartel  questions  and  of  quantitative  restrictions  on  trade  as  well  as  tariffs 
should  at  an  early  stage  deal  systematically  with  the  probable  conditions 
that  will  arise  immediately  at  the  end  of  the  war.  This  would  cover  some 
of  the  most  acute  of  the  immediate  postwar  economic  problems. 

If  this  course  is  not  adopted  what  are  the  alternatives  ? 

1.  It  may  be  argued  that  commodity  questions  in  the  transition  period 
can  be  dealt  with  by  the  Combined  Boards.  When  the  structure  and  func- 
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tion  of  the  Combined  Boards  are  examined,  however,  this  does  not  appear 
to  be  a  satisfactory  solution,  for  the  following  reasons : 

(i)  The  Combined  Boards  were  set  up  as  Anglo-American  advisory 
administrative  bodies  concerned  chiefly  with  allocation  of  scarce  materials 
and  shipping  in  the  interests  of  the  war  effort.  It  is  essential  that  they 
should  continue  to  concentrate  exclusively  or  primarily  on  this  function 
not  only  until  the  war  in  Europe  is  ended  but  also  until  Japan  is  crushed. 
It  seems  inadvisable  in  these  periods  to  add  any  substantial  functions  to 
those  at  present  carried  out  by  the  Boards. 

(ii)  Raw  material  problems  in  the  transition  immediately  after  the 
war  will  by  no  means  be  simply  problems  of  dealing  with  scarcities  and 
recommending  measures  to  increase  production :  in  some  cases — especially 
in  minerals — they  will  be  concerned  with  the  disposal  of  stocks  excessive 
for  peacetime  needs  and  with  methods  of  curtailing  excessively  high-cost 
production.  The  types  of  skill  and  personnel  required  to  deal  with  these 
questions  differ  widely  from  those  required  to  carry  out  the  present  func- 
tions of  the  Combined  Boards. 

This  does  not  mean  that  the  role  of  the  Combined  Boards  will  end  as 
soon  as  peace  comes.  On  the  contrary,  the  Boards  possess  administrative 
machinery  which  is  indispensable  in  the  transition  period  as  an  instru- 
ment for  international  control  and  allocation  of  scarce  commodities  and 
services.  The  retention  of  such  controls  for  some  time  after  the  war  is 
essential  if  conditions  of  international  economic  anarchy  are  to  be  avoided. 
In  carrying  out  these  functions  the  Combined  Boards  will  have  to  work 
in  close  cooperation  with  the  International  Commodity  Organization  in 
respect  to  plans  for  allocating  scarce  materials  and  increasing  their  pro- 
duction. But  they  will  not  be  suitable  bodies  for  dealing  with  other  aspects 
of  commodity  questions. 

2.  Another  alternative  is  to  deal  with  the  transition  period  by  separate 
ad  hoc  governmental  negotiations  on  the  numerous  questions  that  will 
arise. 

At  present  there  seems  to  be  a  drift  in  this  direction.  But  improvised 
and  ad  hoc  arrangements  to  deal  piecemeal  with  transitional  questions 
may  create  dangerous  precedents  and  give  rise  to  inconsistencies  and  con- 
fusion which  will  prejudice  the  chances  of  the  successful  operation  at  a 
later  stage  of  the  permanent  economic  bodies. 

I  suggest,  therefore,  that  at  the  resumption  of  the  talks  on  the  inter- 
national commercial  policy  organization  the  subject  might  be  discussed 
with  reference  to  transition  measures  as  well  as  long-term  measures  and 
the  objective  be  adopted  of  establishing  the  international  commercial 
policy  organization  at  as  early  a  date  as  practicable  with  a  view  to  using 
it  as  an  instrument  for  international  consultation  on  transition  as  well  as 
long-run  measures. 

The  same  considerations  might  be  applied  to  the  resumed  talks  on  the 
international  commodity  organization,  which  should  preferably  be  a  sub- 
group of  the  international  commercial  policy  organization. 
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Cartel  policy  should  be  taken  up  as  an  aspect  of  commercial  and  com- 
modity policy.  It  is  essential  to  achieve  as  much  consistency  as  possible 
between  cartel  and  commodity  policy,  and  cartel  policy  should  be  con- 
sidered from  the  starting  point  of  the  immediate  postwar  period. 

International  Monetary  Policy 

The  lines  on  which  progress  has  already  been  made  limit  the  scope  of 
application  of  the  main  thesis  of  this  paper  to  the  field  of  monetary 
arrangements.  Section  X  of  the  agreed  statement  on  the  International 
Monetary  Fund  shows  recognition  of  transitional  difficulties  in  the  mone- 
tary field,  but  it  does  so  by  exempting  member  countries  from  some  of  the 
provisions  of  the  plan  until  transitional  difficulties  have  passed.  It  specifi- 
cally states  that  "the  Fund  is  not  intended  to  provide  facilities  for  relief 
or  reconstruction  or  to  deal  with  international  indebtedness  arising  out 
of  the  war." 

In  view  of  the  progress  already  made  in  obtaining  technical  agreement 
on  the  monetary  plan,  it  would  be  unwise  at  this  stage  to  add  functions  to 
the  International  Monetary  Fund.  But  the  dangers  of  ad  hoc  arrange- 
ments in  the  transition  period  are  serious  and  there  is  a  gap  to  be  filled  in 
this  field,  especially  since  many  new  governments  in  liberated  countries 
will  be  faced  with  the  necessity  of  making  difficult  adjustments.  In  such 
conditions  organized  international  machinery  is  most  desirable. 

International  Investment 

Present  proposals  are  for  a  separate  organization  dealing  with  long- 
term  investment  (this  is  stated  before  I  have  had  time  to  look  at  the  latest 
British  views)  for  development  purposes.  Such  an  international  organiza- 
tion is  of  the  greatest  importance,  but  it  will  be  readily  recognized  that 
both  it  and  the  International  Monetary  Fund  cover  only  a  limited  portion 
of  the  field  in  which  international  lending  may  be  necessary  after  the  war. 
Probably  there  are  advantages  in  some  specialized  organization  dealing 
with  lending  for  long-term  development,  and  it  is  well  to  go  ahead  with 
the  discussion  of  this  field.  Later,  however,  it  may  be  that  the  international 
organization  dealing  with  it  could  conveniently  become  a  subdivision  of  a 
wider  organization  including  other  forms  of  lending. 

Moreover,  one  of  the  neglected  fields  is  that  of  lending  for  immediate 
reconstruction  purposes  after  the  war.  In  the  continued  talks  on  the 
international  investment  body,  attention  should  be  given  to  this,  at  least 
in  so  far  as  long-term  loans  for  development  can  be  applied  to  long-term 
projects  dovetailed  with  essential  capital  reconstruction  projects. 

Transport 

The  trend  in  this  field  on  the  whole  has  been  in  a  different  direction 
from  that  of  the  talks  on  monetary  and  commercial  policy.  Transition 
problems  have  been  taken  up  at  the  start  and  more  attention  has  been 
given  to  interim  and  transition  than  to  long-run  arrangements.   The 
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British  view  on  an  inland  transport  organization  for  Europe  is  that  it 
should  be  set  up  promptly  with  a  view  to  unified  treatment  of  transitional 
questions  and  that  out  of  the  experience  thus  gained  it  may  be  possible 
to  retain  the  organization  in  some  form  for  long-run  purposes.  They  fear 
resistance  from  European  Allies  if  long-run  plans  are  put  in  the  forefront 
at  the  outset. 

On  the  other  hand,  it  seems  essential  that  the  long-run  as  well  as  the 
transition  problems  of  shipping  should  be  discussed  at  an  early  date.  They 
will  no  doubt  come  up  in  the  Article  VII  talks  on  commercial  policy.  It 
seems  desirable  that  there  should  be  a  systematic  discussion  in  which  both 
those  familiar  with  overall  economic  policy  and  also  technical  shipping 
experts  should  be  present.  Could  not  this  be  arranged  in  connection  with 
Article  VII  talks?  Close  links  are  needed,  and  it  is  to  be  hoped  have 
already  been  established,  between  those  concerned  with  commercial  policy 
and  those  concerned  with  transport. 

IV 

The  suggestions  made  above  would  fill  important  gaps  but  would  still 
leave  a  wide  gap  in  the  field  of  rehabilitation  and  readjustment. 

UNRRA's  terms  of  reference  permit  it  to  undertake  limited  rehabilita- 
tion. But  its  scope  is  narrow  and  its  funds  still  more  restricted.  In  prac- 
tice it  is  not  likely  to  be  able  to  cover  more  than  a  small  part  of  rehabilita- 
tion and  that  part  will  be  confined  to  equipment  needed  for  producing 
urgent  consumer  goods  for  relief  purposes. 

How  will  reestablished  governments  in  Europe  be  able  to  obtain  essen- 
tial imports,  especially  of  raw  materials  needed  for  industries  which  pro- 
duce for  exports  as  well  as  for  domestic  consumption?  Some  of  them  in 
the  early  stages  will  have  little  or  no  foreign  funds,  and  their  export  occu- 
pations will  be  disorganized.  Britain,  likewise,  will  be  unable  to  finance 
readily  many  of  its  necessary  imports  in  the  first  two  years. 

In  some  circles  it  has  been  argued  that  Lend-Lease  should  be  renewed 
and  extended  for  the  early  postwar  period.  Even  apart  from  the  great 
political  difficulties  in  the  United  States  in  the  way  of  such  a  course,  it 
does  not  appear  that  such  a  measure  could  fill  the  gap  adequately  in  view 
of  the  limitations  on  the  use  of  lend-lease  materials  for  export  purposes. 
Until  the  export  industries  of  European  countries  are  reestablished  the 
transition  period  will  be  prolonged. 

The  alternative  would  seem  to  consist  in  international  loans  for  specific 
purposes  of  reestablishment  of  economic  life  in  the  widest  sense,  including 
a  high  level  of  employment. 

The  question  arises  whether  this  should  be  done  by  bilateral  arrange- 
ments through  direct  intergovernmental  negotiations  or  whether  inter- 
national machinery  should  be  established  to  serve  as  a  standing  instrument 
for  negotiations. 

Here  again  ad  hoc  arrangements  seem  inadequate,  and  the  most  needy 
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countries  would  have  the  greater  difficulties  in  negotiating  loans  under 
such  conditions. 

If  the  impression  were  spread  abroad  that  the  United  States  would 
supply  large  loans  to  Britain  or  other  countries  there  might  be  a  tendency 
for  existing  creditors  to  press  for  high  terms  of  repayment  in  the  belief 
that  the  funds  would  be  available  from  other  sources.  Hence  great  care 
is  obviously  needed  in  planning  and  in  respect  to  publicity  on  planning  for 
international  credits.  Organized  international  machinery  would  have  some 
advantage  in  this  respect  since  it  might  facilitate  compositions  between 
creditors  and  debtors  in  some  cases. 

These  views  are  embryonic  and  alternative  measures  for  filling  this  gap 
in  rehabilitation  and  early  reconstruction  should  be  carefully  examined. 
It  is  clearly  most  urgent  to  reach  decisions  at  an  early  date  since  these 
problems  will  come  right  in  the  forefront  of  public  attention  quickly  after 
liberation. 

London,  April  29,  1944 

A  critic  might  object  that  this  memorandum  gives  almost  equal 
attention  to  questions  of  organization  and  to  questions  of  substance, 
and  that  the  precise  form  of  organization  matters  little  so  long  as  the 
questions  of  substance  are  dealt  with  somewhere.  Unfortunately,  how- 
ever, in  the  conditions  of  the  time  there  was  no  assurance,  nor  even 
much  likelihood,  that  the  diverse  questions  of  substance  relating  to 
the  postwar  period  would  inevitably  find  their  places  in  appropriate 
organizations.  The  importance  of  some  of  them  was  not  yet  widely 
recognized.  That  of  others,  as  we  shall  see,  was  even  denied  in  some 
quarters  in  1944.  Thus  the  extent  to  which  the  important  issues  were 
covered  was  affected  greatly  by  forms  of  organization  that  were 
adopted.  Even  if  an  international  body  is  charged  only  in  general 
terms  to  study  or  otherwise  deal  with  a  particular  subject,  the  chances 
that  something  will  be  done  about  the  subject  are  far  greater  than 
they  would  be  if  no  organization  were  instructed  to  take  it  up.  If  the 
trade  organization  had  been  set  up  promptly,  with  broad  terms  of 
reference  covering  both  the  immediate  postwar  years  and  the  long 
run,  and  without  waiting  to  prepare  an  elaborate  charter  in  advance, 
the  chances  are  that  concerted  action  to  revive  trade  during  the  transi- 
tion period  would  have  come  earlier  than  it  did. 

But  the  trend  was  in  the  opposite  direction.  On  a  visit  to  Washing- 
ton in  October  1944  I  found  surprisingly  little  concern  over  the  diffi- 
culties of  immediate  postwar  reconstruction.  Many  officers  in  the 
Department  of  Agriculture  were  "surplus-minded' '  and  feared  over- 
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abundance  more  than  scarcity.  In  other  departments  disturbing  symp- 
toms appeared  of  a  desire  for  haste  in  returning  to  prewar  conditions, 
particularly  in  trading  and  financial  arrangements,  as  the  war  entered 
its  last  stage.  Some  officials  were  suspicious  of  Great  Britain  and 
thought  they  saw  hidden  intentions  in  every  proposal  that  came  out  of 
London.  Suspicion  was  heightened  by  a  fundamental  difference  of 
outlook  between  London  and  Washington.  Few  officials  in  Washing- 
ton were  fearful  of  postwar  scarcities.  At  the  UNRRA  Council  meet- 
ing at  Montreal,  the  Combined  Food  Board  had  presented  an  opti- 
mistic report  on  grain  supplies.  Business  concerns  were  agitating 
against  wartime  international  as  well  as  national  economic  restric- 
tions. The  short-sighted  attitude  of  some  government  officials  and  of 
the  Secretary  of  Agriculture  was  due  not  only  to  lack  of  insight  but 
also  to  bitter  and  sustained  attacks  from  congressmen  and  business- 
men, the  former  pushed  on  by  the  latter  and  both  moved  by  selfish 
individual  aims  which  even  in  wartime  some  of  them  could  not  tran- 
scend. Officials  in  London  were  in  a  different  position.  By  1944  they 
were  thoroughly  experienced  in  the  art  of  making  the  most  of  scarce 
resources  and  were  well  informed  on  the  prospects  and  dangers  of 
continued  and  perhaps  increased  scarcities  in  the  postwar  period.  In  a 
civil  service  in  which  advancement  was  less  dependent  than  it  was  in 
Washington  on  attracting  favorable  notice  from  those  who  stood 
above  it,  they  were  more  outspoken  and  more  ready  to  bring  un- 
palatable facts  before  ministers  than  Washington  officials  were  at  that 
time  and  on  that  subject.  Again,  the  form  of  government  in  Great 
Britain  gave  little  or  no  scope  for  ill-informed  and  self-seeking  repre- 
sentatives in  the  legislature  to  harass  officials  in  the  exercise  of  their 
duties. 

To  sum  up :  business  interests  pressed  congressmen  to  obtain  early 
relaxation  of  economic  controls,  abandonment  of  the  sterling  pool, 
reduction  of  taxation;  and  congressmen  made  their  views  known 
forcibly  to  Secretaries,  Under  Secretaries  and  Assistant  Secretaries, 
who,  in  turn,  became  reluctant  to  broach  new  proposals  which  would 
necessitate  continued  restrictions  at  home  and  new  unrequited  expen- 
ditures abroad.  Civil  servants  had  few  opportunities  to  gain  a 
thorough  hearing  for  unpopular  proposals,  and  some  of  them,  sensing 
the  reception  that  would  probably  be  given  to  such  proposals,  re- 
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frained  from  making  them.  Others,  notably  in  respect  to  food,  went 
so  far  as  to  give  assurances  that  no  serious  shortages  existed ! 

The  difficulties  in  Washington  were  greatest  in  respect  to  postwar 
measures  for  which  large  financial  appropriations  would  be  required 
from  the  United  States,  and  Washington  officials  were  able  and  will- 
ing to  cooperate  with  London  in  preparing  a  number  of  special  meas- 
ures for  the  transition  period  which  required  only  small  financial 
contributions  from  the  countries  taking  part  in  them.  The  negotia- 
tions on  shipping  and  inland  transport  were  continued  and  new 
negotiations  began  on  proposals,  which  originated  in  London,  for 
the  establishment  of  a  European  Coal  Organization  and  a  European 
Economic  Committee. 

In  August  the  negotiations  on  shipping  came  to  a  head  at  an  Inter- 
Allied  meeting  in  London  which  led  to  an  "Agreement  on  Principles 
having  reference  to  the  continuance  of  Coordinated  Control  of  Mer- 
chant Shipping."2  This  was  a  model  of  postwar  planning  for  the 
short  run.  It  was  in  effect  an  acceptance  of  continued  shipping  con- 
trols in  the  period  between  the  end  of  the  war  in  Europe  and  the 
end  of  the  war  in  the  Far  East  and  as  long  as  might  be  necessary 
after  the  end  of  the  war  everywhere  to  bring  supplies  to  the  liberated 
areas.  No  ships  under  the  authority  of  the  contracting  governments 
were  to  be  released  from  control  or  to  be  employed  for  cargo  that 
was  not  essential  "unless  the  total  overall  tonnage  is  in  excess  of 
the  total  overall  requirements,  and  then  only  in  accordance  with  a 
mutually  acceptable  formula  which  shall  not  discriminate  against 
the  commercial  shipping  interests  of  any  nation.  ..."  Controls  were 
to  be  exercised  by  methods  similar  to  those  of  the  U.S.  and  U.K. 
ship  warrant  schemes.  A  ship  warrant  served  as  a  pass  which  enabled 
its  possessor  to  obtain  the  use  of  necessary  shipping  facilities.  It  was 
issued  only  in  return  for  undertakings  regarding  trading  areas, 
voyages,  cargoes,  freight  rates,  and  other  matters,  and  made  possible 
the  allocation  of  particular  vessels  to  particular  purposes. 

But,  as  we  have  seen,  it  could  not  be  expected  that,  when  the  war 
with  Germany  ended,  all  the  Allied  countries  which  owned  ships 
would  continue  to  be  ready  to  place  them  under  an  organization  on 
which  only  Britain  and  the  United  States  were  represented.  A  new 

2  Signed  by  representatives  of  Belgium,  Canada,  Greece,  the  Netherlands, 
Norway,  Poland,  the  United  Kingdom,  and  the  United  States. 
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body  was  to  be  set  up  with  a  council  on  which  all  member  countries 
were  to  be  represented  and  an  executive  board  whose  members  were 
to  be  the  U.S.,  U.K.,  the  Netherlands,  and  Norway.  Like  the  War 
Shipping  Administration,  the  board  was  to  have  two  branches,  one 
in  Washington  and  one  in  London.  In  short,  the  new  body  was  to 
be  the  Combined  Shipping  Adjustment  Board  with  broader  member- 
ship and  a  more  detailed  constitution. 

The  agreement  was  a  great  achievement  which  ensured  that  the 
muddle  of  1919  would  not  be  repeated.  The  continental  European 
Allied  governments  which  possessed  ships  might  have  demanded — 
and  in  the  absence  of  an  agreement  would  have  directed — that  im- 
mediately after  the  collapse  of  Germany  their  ships  should  all  be 
used  for  bringing  supplies  to  their  liberated  countries.  It  was  clearly 
perceived  that  in  the  early  postwar  period  the  demands  for  shipping 
would  remain  very  high  and  confusion  would  follow  the  sudden 
removal  of  controls.  But  there  were  numerous  vested  interests  and 
political  motives  pulling  in  the  wrong  direction,  and  the  agreement 
was  a  triumph  of  reason  and  the  cooperative  spirit.3 

The  extraordinary  importance  of  coal  in  the  period  of  reconstruc- 
tion was  recognized  early  in  Whitehall,  mainly  through  memories 
of  the  confusion  and  international  friction  that  followed  the  First 
World  War,  when  supplies  of  coal  were  scarce  and  high-priced  in 
the  period  of  reconstruction.  But  two  members  of  our  embassy  in 
London  were  as  active  as  Whitehall  in  arguing  that  urgent  measures 
would  be  essential  to  prevent  an  even  worse  position  from  arising 
at  the  end  of  the  Second  World  War.  Mr.  Notman,  a  mining  expert 
attached  to  the  supply  mission,  and  Samuel  Berger,  who  later  be- 
came labor  attache  at  the  embassy,  should  be  credited  with  arousing 
Washington  to  the  imminence  and  dangers  of  a  grave  shortage  of 
coal  in  Europe.  They  had  studied  the  decline  in  the  output  of  coal 
in  the  U.K.  and  its  significance  for  the  countries  which,  before  the 
war,  had  relied  on  Britain  for  coal  supplies.  They  could  see  no 
substitute  sources  of  supplies  immediately  after  the  war,  and  had 
come  to  the  startling  conclusion  that  the  United  States  must  ex- 
port coal  to  Europe,  perhaps  even  to  Great  Britain,  for  a  time.  In 
visits  to  Washington  they  made  an  impression  on  those  concerned 

3  Much  credit  should  go  to  Huntington  Morse  of  the  War  Shipping  Ad- 
ministration, who  was  an  outstanding  delegate  at  the  meeting  and  combined  the 
qualities   of   a   first-rate   administrator   with   a   thorough   grasp   of  principles. 
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with  coal  questions  in  the  wartime  agencies.  Colonel  Koenig,  the 
head  of  the  solid  fuels  section  of  SHAEF,  added  his  influence  to 
those  who  urged  Washington  to  join  in  the  efforts  to  avert  a  dis- 
astrous shortage  of  coal  in  Europe.  In  Whitehall  leading  officials 
of  the  Ministry  of  Fuel,  with  the  backing  of  Nigel  Ronald  of  the 
Foreign  Office,  obtained  government  support  for  British  initiative 
in  opening  negotiations  for  the  establishment  of  a  European  Coal  Or- 
ganization. 

The  principal  aims  of  these  missionaries  were,  first,  to  establish 
an  orderly  system  of  allocations  of  the  scarce  supplies  after  the  war, 
and,  second,  to  organize  an  emergency  export  of  coal  from  the  United 
States  to  Europe  in  the  early  transition  period.  Allocations  required 
agreement  among  the  supplying  as  well  as  the  receiving  countries, 
and  an  international  body  would  have  to  be  formed  which  would  in- 
clude representatives  of  all  the  important  countries  in  both  catogories. 
If  American  coal  were  to  be  exported  to  Europe  the  United  States 
must  be  represented  on  the  international  body  and  her  exports  must 
be  brought  within  the  system  of  allocation. 

At  first  it  was  believed  in  the  Foreign  Office  and  in  our  embassy 
that  the  proposed  coal  organization  should  be  a  subdivision  of  a 
more  comprehensive  European  Economic  Committee.  The  high  of- 
ficials of  the  Ministry  of  Fuel  and  Power,  however,  seemed  to  prefer 
an  independent  organization.  Much  depended  on  the  course  which 
the  negotiations  might  take.  Most  of  us  believed  that  it  was  im- 
portant to  set  up  the  organizations  as  promptly  as  possible  and  that 
if  a  hitch  occurred  in  the  negotiations  on  one  of  them  the  establish- 
ment of  the  other  should  not  be  delayed. 

The  proposal  to  establish  a  European  Economic  Committee  en- 
countered greater  difficulties  among  Washington  officials  than  the 
proposal  to  establish  a  coal  organization.  From  the  beginning,  Nigel 
Ronald  and  I  had  discussed  it  in  detail4  and  I  was  therefore  taken 

4 1  exchanged  ideas  also  with  Lord  Keynes,  asking  him  particularly  about 
his  experiences  on  the  Supreme  Economic  Council  in  19 19.  He  stressed  the 
need  for  provision  to  bring  deadlocks  to  higher  authorities,  usually  Foreign 
Ministers,  promptly  if  anything  was  to  be  accomplished  rapidly,  as  it  must  be 
if  it  were  to  be  useful  in  postwar  emergencies.  He  added  that  a  difficulty  on 
the  Supreme  Economic  Council  was  the  immediate  occasion  for  his  resignation 
in  1919.  He  had  asked  Mr.  Lloyd  George  for  permission  to  make  a  certain 
proposal  on  the  Council.  The  Premier  had  agreed  that  Keynes  could  raise  it 
but  if  it  was  not  accepted  by  the  other  members  he  was  not  to  expect  Lloyd 
George's  backing. 
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aback  when,  in  a  meeting  which  I  attended  in  Washington  in  October 
1944  to  draw  up  a  draft  reply  to  the  British  note  which  proposed  the 
setting  up  of  such  a  committee,  some  officials  expressed  the  view 
that  the  proposal  was  a  British  attempt  at  "domination"  of  the 
European  countries !  The  real  difficulty  at  this  time  was  the  immense 
gulf  between  London  and  Washington  on  the  question  of  postwar 
scarcities.  Some  Washington  officials,  under  pressure  from  congress- 
men, were  more  concerned  to  "return  trade  to  private  channels"  than 
to  provide  against  postwar  scarcities ;  only  with  difficulty  were  they 
dissuaded  from  introducing  this  subject  into  the  reply  to  the  British 
note!  Notwithstanding  the  rain  of  flying  bombs  falling  on  London 
during  this  period,  I  experienced  a  sense  of  relief  on  landing  in 
London  again  later  in  October.5 

It  now  appeared  high  time  for  the  embassy  to  take  the  initiative 
if  the  European  organizations  were  t6  be  set  up  in  time  for  the 
peace,  and  I  took  up  the  matter  early  with  the  Ambassador  and  my 
colleagues.  Mr.  Winant  was  not  only  anxious  to  press  forward  but 
immediately  sensed  that  the  chief  obstacles  were  diplomatic  and  lay 
with  the  Soviet  Union. 

Washington's  attitude  was  disconcerting  on  some  points,  but  would 
not  hinder  the  establishment  of  the  organizations,  though  it  might 
affect  the  subsequent  operations  of  the  European  economic  commit- 
tee. Coal,  transport,  and  other  urgent  economic  questions  could  not 
be  dealt  with  comprehensively  unless  Eastern  and  Central  as  well  as 
Western  and  Southern  Europe  were  brought  into  consultation,  and 
the  willingness  and  perhaps  even  the  ability  of  Eastern  and  Central 
Europe  to  cooperate  with  the  West  on  postwar  measures  would 
depend  largely  on  the  attitude  of  the  Soviet  Union.  Ambassador 
Winant  held  that  every  effort  should  be  made  to  bring  the  Soviet 
Union  into  the  negotiations  and  into  the  organizations  when  they 
were  formed.  He  hoped  that  the  Russians  would  cooperate  with  the 
West  in  the  postwar  world  and  believed  that  the  stability  of  the 
peace  depended  on  their  willingness  to  do  so.  But  he  was  never 
willing,  at  any  time  or  on  any  subject,  to  "appease"  the  Russians 
when  he  believed  them  to  be  wrong  in  principle.  No  American  ne- 
gotiator during  or  after  the  war  could  be  depended  on  more  than  he 
could  to  give  no  ground  on  fundamental  principles  in  negotiating 

5  The  attitude  of  Washington  on  these  subjects  has  changed  so  radically  since 
early  1947  that  the  position  in  1944  seems  remote  today. 
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with  the  Russians.  On  this  occasion  he  agreed  that  if  the  Russians  de- 
layed their  response  to  Allied  invitations  unreasonably  we  should 
aim  at  setting  up  the  organizations  without  them,  always  leaving  the 
way  open  for  them  to  join  later.  At  so  late  a  stage  in  the  war  we 
could  not  afford  to  procrastinate  indefinitely  on  measures  so  urgently 
needed  when  the  fighting  ceased  in  Europe. 

We  then  drew  up  the  following  proposals  and  placed  them  before 
the  State  Department  and  the  Foreign  Office.  First,  we  proposed 
a  preliminary  meeting  in  London  among  the  U.S.,  U.K.,  U.S.S.R., 
and  France  to  discuss  the  formation  of  a  European  coal  organiza- 
tion. It  seemed  preferable  to  negotiate  with  the  Russians  in  a  small 
rather  than  in  a  large  group.  Second,  if  agreement  were  reached 
in  principle  at  this  meeting  a  second  meeting  should  be  called  to 
which  all  the  European  Allies  would  be  invited,  and  at  which  terms 
of  reference  would  be  agreed  on  and  the  organizations  would  be 
established.  Third,  if  within  a  reasonable  time  no  reply  came  from 
the  Soviet  Union  to  the  invitation  to  the  preliminary  meeting,  the 
invitations  should  be  sent  out  and  the  meeting  should,  if  necessary, 
proceed  without  the  Soviet  Union.  Fourth,  if  the  Russians  came  to 
the  preliminary  meeting  but  refused  to  agree  to  the  establishment 
of  the  organizations  on  acceptable  conditions,  we  should  reach  agree- 
ment with  the  U.K.  and  France,  close  the  meeting,  and  immediately 
join  in  sending  invitations  to  a  meeting  of  all  the  European  Allies, 
the  purpose  of  which  would  be  to  establish  the  organizations  and 
set  them  in  motion  straightway. 

This  plan  was  generally  in  harmony  with  Foreign  Office  ideas, 
though  both  the  Foreign  Office  and  the  State  Department  expressed 
a  strong  desire  that  every  effort  should  be  made  to  obtain  the  agree- 
ment of  the  U.S.S.R.  Representations  were  made  in  Moscow  and 
invitations  to  a  preliminary  meeting  were  sent  out.  In  the  end  the 
Russians  agreed  to  appoint  representatives,  and  the  meeting  was  held 
in  London. 

The  Russian  attitude  was  not  clear  at  the  outset.  The  Soviet  dele- 
gation appeared  at  first  to  side  with  us  on  a  difference  that  arose 
between  us  and  the  United  Kingdom  delegation.  We  contended  that 
the  coal  organization  should  be  a  subgroup  of  the  economic  com- 
mittee, while  the  British,  under  the  influence  of  the  Ministry  of 
Fuel  and  Power  and  against  the  advice  of  the  Foreign  Office,  wished 
it  to  be  an  independent  organization.  However,  in  the  opening  meet- 
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ings  the  Russian  delegation  had  no  instructions  from  Moscow.  When 
the  instructions  came  the  meeting  entered  on  a  time  of  trouble.  Mos- 
cow took  not  an  isolationist  but  a  doctrinaire  point  of  view.  First, 
it  declared  that  the  proposed  European  economic  committee  would 
overlap  with  the  Economic  and  Social  Council  provided  for  in  the 
Dumbarton  Oaks  plan  for  the  United  Nations  Organization.  Second, 
it  approved  of  the  idea  of  an  international  coal  organization  but  in- 
sisted on  the  introduction  of  a  clause  in  its  terms  of  reference  direct- 
ing that  first  priority  over  German  coal  shipments  should  be  given  to 
reparation  deliveries. 

Strenuous  days  and  nights  of  negotiation  followed.  The  Russian 
proposals  were  not  acceptable  to  any  of  the  other  delegations.  The 
Economic  and  Social  Council  did  not  yet  exist  and  probably  would 
not  be  ready  to  start  until  1946.  It  was  to  exercise  long-term  func- 
tions relating  to  the  whole  world.  It  had  been  decided  that  repara- 
tion policy  was  to  be  drawn  up  in  Moscow  by  the  Reparations  Com- 
mission. The  Soviet  amendment  with  respect  to  the  coal  organization 
would  prejudge  the  question  whether  reparation  should  be  made 
from  current  production  or  from  capital  equipment  and  might  leave 
no  Ruhr  coal  available  for  any  purpose  but  reparation. 

Every  effort  was  made  to  persuade  the  Russians  not  to  press  their 
amendment,  but  the  delegation  had  inflexible  instructions  which  per- 
mitted no  compromise  of  substance.  Next  we  moved  to  amend  the 
title  of  the  proposed  economic  committee  to  the  "Emergency  Eco- 
nomic Committee  for  Europe,"  thus  stressing  its  temporary  nature 
and  opening  the  way  for  abolishing  it  if  and  when  a  regional  group 
of  the  Economic  and  Social  Council  were  set  up  for  Europe.  It  was 
all  to  no  purpose.  The  Russians  appeared  to  believe  themselves 
indispensable  to  any  organizations  that  might  be  set  up.  During  this 
intensely  controversial  part  of  the  negotiations  I  happened  to  be 
acting  head  of  our  delegation,  and  when  the  Soviet  delegates  re- 
ceived their  instructions  I  was  invited  with  two  colleagues,  Samuel 
Berger  and  Winthrop  Brown,  to  dinner  with  them.  When  the  head 
of  the  Russian  delegation  made  it  clear  that  he  would  oppose  the 
idea  of  a  European  economic  committee  I  restated  the  case  for  setting 
it  up  before  the  war  ended,  and  after  expressing  the  hope  that  the 
Soviet  Union  would  appreciate  our  viewpoint,  added  that  in  any 
case  it  seemed  to  us  necessary  to  complete  preparations  before  the 
war  ended.  He  looked  at  me  with  an  air  of  surprise  and  laughed 
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heartily.  "Do  you  really  think,"  he  said  incredulously,  "that  the  other 
countries  will  agree  to  set  up  such  an  organization  without  the  Soviet 
Union  ?" 

Notwithstanding  every  effort  to  induce  the  Russians  to  change 
their  minds,  the  conference  ended  without  agreement  and  we  im- 
mediately proceeded  with  the  plan  which  Ambassador  Winant  had 
proposed  and  which  had  gained  acceptance  in  Washington.  The 
first  step  was  to  approach  privately  some  of  the  smaller  Western 
European  Allies  to  find  whether  they  could  be  relied  on  to  support 
our  position.  Nigel  Ronald  quickly  obtained  the  agreement  of  the 
Netherlands  and  Belgium.  The  second  step  was  to  issue  invitations 
to  all  the  European  Allies,  including  the  U.S.S.R.,  to  attend  con- 
ferences for  the  purpose  of  establishing  a  European  Coal  Organiza- 
tion and  a  European  Economic  Committee.  The  Soviet  Union  did 
not  send  representatives  and  the  organizations  were  successively 
established  without  it,  on  the  understanding  that  the  way  was  open 
for  it  to  join  at  any  time. 


CHAPTER   XII 

The  Interregnum 


T 


ihe  end  of  the  war  in  Europe  brought  indescribable 
relief  to  London,  which  had  been  in  the  firing  area 
for  five  years.  If  external  signs  had  been  a  reliable  guide,  there  would 
have  been  some  excuse  for  not  hastening  the  preparation  of  postwar 
plans  in  the  final  year  of  the  war.  Up  to  a  short  time  before  the  col- 
lapse of  Germany  the  work  on  postwar  planning  had  been  carried 
on  in  lively  and  dangerous  surroundings.  In  discussions  on  postwar 
planning  in  the  embassy,  in  Whitehall,  and  over  restaurant  tables  in 
Picadilly,  Mayfair,  and  Soho,  voices  had  sometimes  to  be  raised 
above  the  sound  of  flying  bombs  passing  overhead  to  explode  deeper 
in  London.  Casualties  were  heavy:  many  who  had  survived  years 
of  intermittent  bombardment  died  in  sight  of  victory.  It  needed  an 
effort  of  imagination  to  realize  that,  notwithstanding  the  intensified 
visible  signs  of  war  and  the  precariousness  of  life  in  Britain's  capital, 
preparations  for  the  peace  were  far  in  arrears  and  the  end  would 
come  before  we  were  ready  to  deal  with  the  conditions  of  the  changed 
world  which  it  would  bring. 

But  the  range  and  scope  of  the  Second  World  War  were  far  wider 
than  those  of  the  First.  It  is  even  doubtful  whether  the  First  World 
War  has  been  appropriately  designated.  Overwhelmingly  it  was  a  war 
of  Europe  and  the  Near  East.  In  the  Second  World  War  the  Far  East 
was  deeply  involved.  Large  areas  were  overrun  by  the  enemy;  re- 
gimes were  overturned,  and  the  seeds  of  social  upheaval  were  scat- 
tered widely.  The  peacetime  flow  of  trade  and  migration  was  changed 
in  direction  and  diminished  in  volume. 

However,  the  two  theaters  of  war  were  widely  separated.  When 
General  Rommel  was  thrown  back  from  the  gateway  to  Egypt  and 
the  Japanese  army  from  the  gateway  to  India  the  attempts  of  the 
Axis  to  unite  were  finally  crushed.  When  President  Roosevelt  and 
General  Marshall  wisely  decided  to  give  priority  in  men  and  equip- 
ment to  the  European  over  the  Far  Eastern  theater  of  war,  the  stage 
was  set  for  the  earlier  defeat  of  Germany  than  of  Japan,  although, 
unfortunately,  the  end  was  delayed  through  diversion  of  some  kinds 
of  equipment,  especially  landing  craft,  to  the  Pacific  theater. 
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The  period  between  the  defeat  of  Germany  and  the  defeat  of 
Japan  may  be  considered  as  an  interregnum  between  full  wartime 
economy  and  peacetime  economy.  Wartime  conditions  had  to  be 
maintained  so  far  as  they  were  necessary  to  the  deployment  of  addi- 
tional forces  to  end  the  war  in  eastern  Asia.  But  not  all  the  forces  that 
had  been  brought  to  bear  on  Germany  were  needed  for  or  could  be 
turned  into  the  war  against  Japan.  Thus  additional  men  and  equip- 
ment could  be  used  for  relief,  reconstruction,  and  reconversion.  More- 
over, there  was  an  opportunity  to  expedite  postwar  plans  and  fill 
the  gaps  left  in  the  plans  that  had  already  been  made  during  the  long 
period  of  total  war  on  all  fronts  when  the  energies  of  statesmen  and 
civil  servants  had  been  absorbed  mainly  in  day-to-day  emergencies. 
But,  contrary  to  widespread  expectation,  the  time  was  short  and  the 
use  made  of  it  was  disappointing. 

With  the  approach  of  the  German  collapse,  the  position  of  Lend- 
Lease  had  to  be  reconsidered.  At  this  stage  it  might  reasonably  have 
been  expected  that  the  problems  of  postwar  reconstruction  and  par- 
ticularly the  problem  of  Britain's  external  financial  reconstruction, 
would  have  been  thoroughly  analyzed  and  discussed.  But  the  close 
of  the  European  war  at  first  raised  scarcely  a  ripple  on  the  surface 
of  Anglo-American  relations.  British  negotiators  pointed  out  in  Wash- 
ington that  the  conditions  of  Lend-Lease  during  "Phase  i"  (the 
European  war)  needed  some  modification  during  Phase  2  (the  com- 
pletion of  the  Far  Eastern  War).  When  Britain  had  redeployed 
all  the  forces  that  were  needed  and  could  be  turned  from  the  war  in 
Europe  to  the  war  in  the  Far  East  some  of  the  remaining  productive 
factors  could  be  turned  back  to  the  reconstruction  of  industries  part 
of  whose  output  was  exported.  Under  the  terms  of  the  Eden-Winant 
agreement  of  July  1941,  the  United  Kingdom  was  precluded  from 
exporting  goods  made  of  Lend-Lease  or  similar  materials.1  Wash- 
ington was  now  ready  to  modify  these  conditions  as  long  as  the 
Japanese  war  lasted.  Military  Lend-Lease  aid  was  to  continue  on 
a  scale  reduced  to  the  needs  of  the  war  against  Japan,  and  civilian 
aid  on  much  the  same  scale  as  before. 

Unfortunately,  the  attitude  of  many  in  Washington  on  the  dollar 
reserves  of  the  sterling  area  was  as  narrow  at  the  end  of  the  German 

1  See  p.  190.  In  my  memorandum  written  a  year  earlier  I  had  argued  that 
for  this  reason  the  extension  of  Lend-Lease  would  not  be  an  adequate  solution 
to  British  reconstruction  problems. 
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collapse  as  it  had  been  earlier.  In  the  last  year  of  the  war  sharp  at- 
tacks were  made  on  the  British  for  building  up  their  gold  and  dol- 
lar reserves  at  the  time  when  they  were  receiving  Lend-Lease  aid. 
These  attacks,  which  seem  to  have  originated  largely  among  con- 
gressmen and  businessmen,  were  unfortunate  from  every  point  of 
view,  and  the  attempt  to  put  pressure  on  the  British  to  keep  their 
reserves  below  $1,000  million  revealed  serious  misconceptions  of 
the  international  financial  order.  Such  a  reserve  would  have  been 
only  about  a  third  of  the  prewar  reserves  of  the  United  Kingdom; 
yet  it  would  have  had  to  serve  for  the  whole  of  the  sterling  area 
and  during  a  period  when  prices  were  much  higher  than  they  had 
been  before  the  war  and  the  network  of  world  trade  had  been  torn 
apart.  Washington  was  rapidly  being  forced  unwillingly  into  a  posi- 
tion of  international  leadership,  but  the  dominant  views  of  many  of 
its  politicians  and  businessmen  on  international  finance  were  still 
primitive. 

But  the  arrangements  made  to  deal  with  "Phase  2"  of  the  war 
seem  to  have  lulled  both  London  and  Washington,  and  particularly 
London,  into  a  false  sense  of  immediate  economic  security  instead 
of  rousing  them  to  the  peril  that  planning  would  be  overtaken  by 
events  and  that  they  would  be  caught  unready  at  the  close  of  the 
Far  Eastern  War. 

"The  war  we  are  engaged  in  is  one  war,"  said  Acting  Secretary 
Grew  on  May  14,  1945,  "and  the  end  of  organized  resistance  in 
Europe  is  not  the  end  of  the  war."  This  was  said  to  justify  the  con- 
tinuation of  Lend-Lease.  But  it  was  also  a  caution  against  a  let- 
down following  the  collapse  of  the  chief  enemy  country.  It  was  doubt- 
less from  the  same  motive  that  other  warnings  were  issued  against 
the  danger  of  underestimating  the  task  that  remained.  Unfortunately, 
however,  the  warnings  were  carried  too  far  and  an  estimate  became 
widespread  that  eighteen  more  months  would  be  needed  to  defeat 
Japan.  However  stirring  such  warnings  might  be  to  the  armed  forces, 
they  had  the  effect  of  lulling  the  economic  planners  into  a  false  sense 
of  security  from  which  they  were  soon  to  be  rudely  awakened. 

The  most  important  gaps  in  the  planning,  mentioned  in  my  memo- 
randum written  a  year  earlier,2  still  remained  open,  nor  had  any 
serious  attempt  yet  been  made  to  close  them.  Among  high-ranking 
statesmen  in  the  United  States,  President  Roosevelt,  Mr.  Stimson, 

2  See  pp.  187-91. 
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and  Mr.  Morgenthau  had  shown  some  appreciation  of  the  coming 
British  balance  of  payments  difficulties.  But  Mr.  Morgenthau  had 
set  back  the  chances  of  a  genuine  remedy  by  propounding  a  spurious 
one3  and  President  Roosevelt  had  carelessly  allowed  himself  to  be 
drawn  momentarily  by  Mr.  Morgenthau  into  a  blind  alley  and  on 
coming  out  of  it  became  absorbed  in  war  tasks  and  in  a  presidential 
election.  Mr.  Stimson  held  the  most  intelligent  views  of  them  all 
on  postwar  aid  to  Britain,  but  the  subject  was  not  the  primary  con- 
cern of  a  Secretary  of  War.  Cordell  Hull,  at  the  time  of  the  Mor- 
genthau controversy,  had  failed  to  take  the  statesmanlike  view  on 
the  U.K.  postwar  difficulties  that  might  have  been  expected  of  him, 
and  had  allowed  a  minor  long-run  question  concerning  imperial 
preferences  to  divert  him  from  a  major  short-run  emergency.  But 
after  his  retirement  there  was  even  less  leadership  on  and  under- 
standing of  the  subject  among  the  highest  ranks  of  the  State  Depart- 
ment. 

Nor  was  there  any  more  progress  on  the  matter  in  Whitehall  than 
in  Washington.  There  was  indeed  greater  awareness  of  the  dangers 
ahead,  but  action  was  halted  by  sharp  disagreement  over  an  ac- 
ceptable means  of  escaping  from  those  dangers.  All  understood  the 
nature  of  the  difficulty  and  the  necessity  of  temporary  external  aid 
to  overcome  it.  But  one  group  held  that,  since  the  difficulty  had  arisen 
through  Britain's  earlier  and  greater  contribution  to  the  common 
cause  of  her  allies,  the  only  acceptable  aid  would  be  an  outright 
grant.  The  other  group  agreed  with  the  ethics  of  this  position,  but 
considered  that  in  the  world  as  it  was,  it  would  be  difficult  and  per- 
haps impracticable  to  gain  acceptance  for  it  in  the  United  States: 
hence  it  might  be  necessary  to  seek  a  loan  on  the  most  favorable 
terms  obtainable.  These  were  legitimate  differences  of  opinion  or 
judgment.  Unfortunately,  the  argument  persisted  too  long :  it  would 
have  been  better  to  have  decided  arbitrarily  in  favor  of  one  of  these 
views  and  then  to  have  taken  diplomatic  action  on  it,  than  to  have 
prolonged  the  debate  when  time  was  so  short. 

The  second  great  gap  in  postwar  planning  lay,  as  we  have  seen,  in 
the  failure  to  make  provision  for  organizing  and  financing  recon- 
struction. In  the  interregnum  between  the  fall  of  Germany  and 
that  of  Japan  no  move  was  made  to  fill  this  gap.  Some  of  the  West- 
ern European  countries  had  external  funds  which  would  tide  them 

3  See  Chapter  XIV. 
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over  the  first  few  months  of  the  postwar  period ;  and  for  the  Central, 
Southern  and  Eastern  European  countries  UNRRA  was  ready  to 
pour  in  large  quantities  of  relief  goods  and  small  but  valuable  quan- 
tities of  transport  equipment  and  "rehabilitation"  goods.  These  meas- 
ures saved  Europe  from  starvation  but  touched  only  the  fringes  of 
the  general  reconstruction  of  its  economic  life. 

After  the  successful  conference  at  Bretton  Woods  in  July  1944, 
only  formal  ratification  by  national  legislatures  was  needed  to  estab- 
lish the  International  Monetary  Fund  and  the  International  Bank 
for  Reconstruction  and  Development.  The  movement  to  establish 
an  international  organization  or  organizations  to  deal  with  interna- 
tional trade  policy  and  international  raw  material  policy  had  met  with 
greater  obstacles,  but  advances  were  made  in  London  in  the  last  few 
months  of  the  war :  the  groundwork  was  being  prepared  for  a  joint 
U.S. -U.K.  statement  of  the  aims  to  be  pursued  and  the  fundamental 
principles  of  a  code  to  govern  international  trading  were  being 
steadily  worked  out.4  But  these,  like  the  central  functions  of  the  In- 
ternational Monetary  Fund,  were  not  adapted  to  the  immediate 
conditions  with  which  the  world  would  be  confronted  when  peace  re- 
turned. 

One  of  the  greatest  economic  errors  of  the  peace  after  the  First 
World  War  had  been  already  largely  guarded  against  when  Germany 
collapsed  in  April  1945.  Provision  had  been  made,  or  was  shortly 
to  be  made,  partly  through  the  retention  of  war  machinery  in  modi- 
fied form  and  partly  through  the  establishment  of  new  machinery, 
to  ensure  the  best  use  of  scarce  materials  and  services  in  the  early 
postwar  period.  Both  the  older  and  the  newer  bodies  performing 
this  function  were  made  widely  representative  and  covered  coal, 
shipping,  food,  and  other  indispensable  needs  of  reconstruction.  These 
bodies  were  remodelled  or  newly  set  up  only  after  patient  and  ardu- 
ous negotiations  in  which  the  views  of  countries  in  widely  different 
positions  had  to  be  reconciled,  and  it  was  one  of  the  little  advertised 
triumphs  of  international  cooperation  that  fancied  sectional  interests 
and  opportunities  of  gain  were  subordinated  to  a  common  policy  of 
sharing  by  international  agreement  in  those  materials  and  services 
of  which  all  stood  in  need  but  of  which  there  was  not  enough  to  meet 
all  needs. 

Finally,  when  the  German  collapse  came,  the  Allies  were  not  more 

4  See  Chapter  VI. 
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ready  to  deal  with  a  shattered  Germany  after  surrender  than  they 
had  been  to  deal  with  an  aggressive  Germany  when  the  war  began. 
This  subject  will  be  discussed  in  detail  in  the  chapters  which  follow. 

President  Roosevelt  died  on  the  eve  of  the  triumph  of  the  Allied 
arms,  to  whose  success  he  had  contributed  so  much.  But  he  died  also 
on  the  eve  of  important  new  decisions  which  the  coming  of  peace 
would  necessitate,  and  the  decisions  had  to  be  made  by  others  of  lesser 
stature,  less  experience,  and  less  appeal  to  the  masses  of  people  at 
home  and  abroad.  In  this  study,  which  deals  with  a  limited  field 
in  some  parts  of  which  President  Roosevelt  was  not  at  home,  it  has 
been  necessary  to  record  certain  failures  on  his  part.  But  nothing  is 
further  from  the  aim  of  this  book  than  an  intention  to  disparage  the 
great  President  who  led  and  inspired  the  American  people  in  the 
New  Deal  and  in  the  Second  World  War,  and  whose  influence,  both 
in  war  and  peace,  extended  far  beyond  American  shores. 

If  Roosevelt  made  serious  errors,  as  I  have  argued  in  the  following 
chapters  that  he  did  in  regard  to  Germany  and  the  Far  East,  his 
stature  and  prestige  were  such  that,  given  longer  life  and  better  health 
he  would  have  done  more  to  repair  those  errors  than  his  successors 
did,  or  could  have  done.  As  it  was,  preoccupied  with  the  conduct 
of  the  war,  he  never  seems  to  have  given  his  mind  to  the  problems 
of  Germany's  future.  When  Ambassador  Winant  tried  to  impress 
on  the  President  in  February  1945  the  urgent  need  to  prepare  a 
reasonable  policy  for  postwar  Germany,  the  difficulty  he  found  was 
not  so  much  that  of  overcoming  an  antagonistic  attitude  as  that  of  in- 
ducing the  President  to  bring  his  mind  wholly  to  bear  on  the  ques- 
tion. This  may  have  been  largely  the  result  of  exhaustion  and  fail- 
ing health.  But  it  was  also  characteristic  of  the  President's  earlier 
attitude :  it  seems  as  if  there  were  certain  future  contingencies  which 
he  was  reluctant  to  consider  deeply  much  in  advance,  preferring  to 
rely  upon  his  unrivalled  powers  of  improvisation  when  the  time  came. 
And  there  is  little  doubt  that  if  he  had  lived  and  retained  his  health 
those  powers  would  have  been  exerted  to  their  limit  in  the  critical 
summer  and  autumn  of  1945  and  he  would  have  salvaged  much 
that  was  lost,  and  would  have  started  new  constructive  measures 
that  were  never  tried,  in  the  early  days  after  the  collapse  of  Germany, 
by  those  who  took  over  after  his  death. 

The  economic  preparations  for  the  peace  would  certainly  have  been 
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hastened  in  some  directions  if  London  and  Washington  had  not 
expected  the  war  to  continue  considerably  longer.  Next  to  the  Presi- 
dent's death  the  greatest  surprise  for  most  of  the  world  in  1945 
was  the  speedy  collapse  of  Japan  following  the  collapse  of  Germany. 
It  ought  not  to  have  been  so.  There  was  justification  for  surprise 
at  the  President's  death  but  it  is  difficult  to  understand  the  wide- 
spread belief  that  Japan  would  greatly  prolong  its  resistance.5  First, 
the  prewar  tendency  to  underestimate  greatly  Japan's  economic 
strength  had  given  way  to  an  opposite  view  that  greatly  overestimated 
it.  Second,  the  terrain  of  Japan  was  widely  different  from  that  of 
Germany :  manufacturing  industry  was,  and  had  to  be,  concentrated 
in  four  plains,  the  Kwanto,  the  Nobi  Plain,  the  Kwansai,  and  a 
part  of  Kyushu.  Third,  Japanese  shipping  was  particularly  vulnerable 
to  submarine  and  naval  attack  and  the  islands  could  not  carry  on 
without  trade.  Fourth,  the  actions  of  selected  Japanese  military 
units  who  fought  to  the  end  on  certain  islands  was  no  guide  what- 
ever to  the  actions  of  men,  women  and  children  in  the  crowded, 
specialized,  vulnerable  communities  of  Japan  proper.6 

In  the  early  summer  of  1945  I  had  several  conversations  with 
Ambassador  Winant  on  these  matters.  He  was  worried  by  the  lack 
of  preparation  for  the  conditions  which  the  end  of  Lend-Lease  would 
bring,  and  I  believe  that  if  President  Roosevelt  had  been  alive 
Winant  would  have  made  one  of  the  direct  and  vigorous  appeals 
to  him  which  in  the  preceding  four  years  he  had  reserved  for  matters 
of  the  greatest  urgency. 

The  more  we  reflect  on  the  errors  in  the  military  estimates  of 
what  would  be  required  to  defeat  Japan,  the  more  impressed  we  are 
likely  to  be  with  the  limitations  of  military  experts.  Experience 
seemed  to  show  that  Germany  could  not  be  reduced  by  air  bombard- 
ment and  blockade  alone;  therefore  it  was  apparently  assumed  that 
the  same  conclusion  applied  to  Japan.  The  analogy  was  inept.  In 
deciding  on  the  strategy  to  be  used  against  Japan,  a  naval  and  air 
analogy  with  the  German  attacks  on  Britain  would  have  given  better 
results  than  an  analogy  based  on  the  Allied  attack  on  Germany.  Japan 
was  in  the  position  in  which  Britain  would  have  been  if  it  had  lost 

5  Medical  indications  gave  no  ground  for  forecasting  the  early  death  of  the 
President.  See  Ross  T.  Macintire,  White  House  Physician  (New  York,  G.  P. 
Putnam's   Sons),   1946,  pp.   14-29,  239-40. 

6  As  a  former  resident  in  japan,  I  could  not  believe  that  the  Japanese  people 
"would  fight  to  the  last  man"  when  thrown  back  on  their  homeland. 
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both  the  Battle  of  the  Atlantic  and  the  Battle  of  Britain.  And  of  the 
two  the  loss  of  control  of  the  seas  was  the  worst  setback :  the  crippling 
of  Japan's  merchant  marine  doomed  her  in  any  case. 

Even  a  priori  economic  and  geographical  reasoning  should  have 
disposed  of  the  argument7  that  Japan  could  only  be  defeated  either 
by  a  large  scale  invasion  costing  hundreds  of  thousands  of  lives  or 
by  a  wholesale  slaughter  of  civilians  by  atomic  bombs;  but  if  em- 
pirical support  is  needed  in  retrospect  it  is  given  by  the  careful  in- 
vestigation  of  the   Strategic   Bombing   Survey,   which   concludes: 

"The  responsible  leaders  in  power  read  correctly  the  true  situa- 
tion and  embraced  surrender  well  before  invasion  was  expected."8 

"Based  on  a  detailed  investigation  of  all  the  facts  and  supported 
by  the  testimony  of  the  surviving  Japanese  leaders  involved,  it  is  the 
Survey's  opinion  that  certainly  prior  to  31  December  1945,  in  all 
probability  prior  to  1  November  1945,  Japan  would  have  surrendered 
even  if  the  atomic  bombs  had  not  been  dropped,  even  if  Russia  had 
not  entered  the  war,  and  even  if  no  invasion  had  been  planned  or 
contemplated."9 

The  economic  consequences  of  these  military  errors  were  far-reach- 
ing. Instead  of  having  time  to  complete  preparations  for  total  peace, 
the  U.S.  and  U.K.,  relying  on  exaggerated  estimates  of  the  strength 
of  Japan  and  the  time  needed  to  defeat  her,  were  caught  unready  and 
forced  to  improvise  hurriedly.  Unfortunately,  the  genius  at  political 
improvisation,  who  had  successfully  led  his  country  through  its 
greatest  peaceful  revolution  at  home  and  its  greatest  military  and 
naval  struggle  abroad,  was  no  longer  in  the  White  House.  And  in 
London,  the  economic  fortunes  of  war  had  gravely  handicapped 
Britain  in  circumstances  in  which,  less  than  any  country,  and  less 
than  at  any  other  time,  she  deserved  to  be  handicapped. 

The  solution  of  the  British  balance-of-payments  difficulties  was 
the  most  urgent  single  question  in  the  summer  of  1945.  The  moment 
Lend-Lease  stopped  Britain  would  be  in  extreme  economic  danger. 
It  was  unfortunate,  therefore,  that  just  at  this  time  some  circles  in 

7  It  should  be  added  that  this  view  was  not  held  unanimously  in  the  armed 
services.  Naval  and  air  commanders  in  the  field  were  less  inclined  to  accept  it 
than  were  the  U.S.   Chiefs  of   Staff   in  Washington. 

8 U.S.  Strategic  Bombing  Survey,  Japans  Struggle  to  End  the  War,  1946, 
p.   12. 

Qibid.,  p.    13. 
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Washington  were  inclined  to  link  any  aid  that  might  be  given  to 
Britain  to  concessions  by  Britain  in  entirely  different  fields.  This  was 
an  old  subject  of  contention:  from  early  in  the  war  there  were  of- 
ficials in  Washington  as  well  as  politicians  who  were  ready  to  use 
the  pressure  of  British  needs  to  obtain  political  and  economic  con- 
cessions on  long-standing  controversial  questions.  In  the  embassy 
in  London  we  had  opposed  this  from  the  beginning,  believing  not  only 
that  it  was  a  form  of  diplomatic  sharp  practice  justifiable  only  in 
exceptional  circumstances — as  for  example,  in  dealing  with  neutrals 
in  wartime  or  with  countries  suspected  of  politically  agressive  in- 
tentions— but  also  that,  where  British  people  were  concerned,  it  in- 
creased opposition  within  Whitehall  and  Westminister  to  the  very 
policy  which  it  was  designed  to  advance.  For  British  officials  and 
ministers  whose  ideas  on  policy  were  not  far  from  Washington's 
when  a  subject  was  considered  on  its  intrinsic  merits,  and  who  would 
support  them  against  those  of  their  colleagues  in  the  government 
departments  and  the  cabinet,  would  immediately  join  the  opposite 
camp  if  an  attempt  were  made  to  force  acceptance  by  a  threat  of 
opposition  to  other  measures  which  were  important  to  Britain.  This 
is  well  understood  by  those  who  know  Britain  well  at  first  hand, 
and  attempts  to  use  Britain's  necessities  in  one  direction  to  get  con- 
cessions in  another  were  usually  rejected  through  wiser  counsels  in 
Washington.  Unfortunately,  the  turnover  of  Washington  officials 
and  heads  of  departments  is  always  high,  and  the  newcomers  some- 
times fall  into  errors  which  their  predecessors  have  learned  to  avoid. 
In  the  summer  of  1945  the  question  of  aid  to  Britain  to  tide  over 
her  balance-of-payments  difficulties  was  in  danger  of  becoming  en- 
tangled with  problems  of  trade  policy  which  were  the  subject  of 
quite  separate  discussions.  Ambassador  Winant  had  a  clear  under- 
standing of  the  dangers  of  linking  these  subjects,  but  Washington 
opinion  was  divided.  Some  officials,  including  the  present  writer, 
urged  that  no  connection  at  all  be  made  between  the  subjects.  In 
the  end  a  vague  and,  as  I  think,  spurious  connection  was  made  be- 
tween them  by  Washington.10  It  was  held  that,  while  financial  aid 
should  not  be  used  as  a  weapon  to  force  concessions  on  commercial 
policy,  nevertheless  the  two  sets  of  negotiations  should  be  carried 

10  I  do  not  wish  to  disparage  those  who  formulated  this  point  of  view :  they 
certainly  staved  off  some  deplorable  alternative  points  of  view  that  might  have 
had  serious  political  repercussions. 
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on  simultaneously,  on  the  ground  that  financial  aid  could  effect  last- 
ing improvement  only  in  a  trading  world  shaped  according  to  the 
principles  of  the  proposed  trade  charter.  There  might  have  been 
something  in  this  point  of  view  if  adequate  provision  had  been  made 
at  the  same  time  for  the  reconstruction  of  the  Allied  and  the  ex-enemy 
countries.  But  this  was  not  attempted  until  two  years  or  more  later, 
and  the  economic  world  for  which  the  trade  charter  was  prepared  was 
remote  from  the  economic  world  in  which  the  British  loan  was  ne- 
gotiated. 

During  the  summer  Ambassador  Winant  several  times  expressed 
his  eagerness  to  get  some  leading  spokesmen  over  from  Washington 
informally  in  the  hope  that  they  would  become  more  impressed  with 
the  need  to  hasten  postwar  preparations  in  several  fields.  Fortunately, 
it  was  decided  that  the  Council  of  UNRRA  was  to  meet  in  London 
in  August.  This  would  bring  William  Clayton  to  London  and  since 
he  would  take  the  leading  part  for  the  State  Department,  both  in 
plans  for  aiding  Britain  and  in  the  final  stages  of  negotiation  of  an 
international  trade  charter,  there  were  opportunities  for  an  informal 
discussion  of  these  subjects  in  London. 

Except  for  the  UNRRA  Conference,  the  discussions  in  London  in 
August  1945  were  only  informal  and  exploratory,  but  they  marked 
an  important  stage  in  the  development  of  postwar  measures  in  three 
widely  separated  fields. 

The  first  of  them  had  to  do  with  relief.  UNRRA  was  in  the  midst 
of  its  operations  in  Europe.  A  steady  stream  of  goods  was  pouring 
across  the  oceans  and  taxing  the  capacity  of  the  damaged  ports  and 
inland  transport  equipment  of  Europe.  The  work  of  rescuing  Central, 
Southern  and  Eastern  Europe  from  an  economic  disaster  that  would 
have  brought  immense  human  suffering  was  under  way.  But  the 
first  UNRRA  appropriation,  fixed  at  1  per  cent  of  the  national  in- 
comes of  the  contributing  countries,  was  almost  all  engaged,  while 
recovery  was  far  from  complete  and  provision  for  the  continuation 
of  aid  was  urgently  needed. 

At  the  same  time  two  important  new  demands  on  UNRRA  funds 
were  made  at  the  meeting.  The  first  and  the  largest  was  for  the  ex- 
tension of  full  UNRRA  aid  to  Italy,  thus  placing  an  ex-enemy  coun- 
try in  the  same  position  as  the  Allied  countries  which  received 
UNRRA  aid. 

The  United  States  was  the  chief  sponsor  of  this  demand.  The  argu- 
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ments  for  it — based  on  humanity,  on  convenience,  and  on  the  close 
relation  between  the  economic  fortunes  of  Southern  and  Western 
Europe — were  reinforced  by  its  popularity  among  the  large  body 
of  voters  of  Italian  origin  in  the  United  States.  Since  the  United 
States  was  the  largest  contributor  to  UNRRA,  its  readiness  to 
make  a  second  contribution,  and  the  vigor  of  its  support  of  full  aid 
for  Italy,  seemed  to  many  of  the  delegations  to  be  tacitly  related. 
However,  while  this  increased  Italy's  chances  it  by  no  means  in- 
sured her  against  opposition.  The  countries  which  had  been  victims 
of  what  President  Roosevelt  had  aptly  described  in  1940  as  a  "stab 
in  the  back"  had  not  forgotten  the  destruction  and  disorganization 
caused  by  Italian  aggression.  At  the  previous  UNRRA  Council  meet- 
ing at  Montreal  in  October  1944  they  had  agreed  on  partial  aid  for 
Italy,  but  had  keenly  resented  the  glowing  oratory  in  support  of  this 
policy  from  the  Latin  American  representatives,  who  had  watched 
the  war  at  a  safe  distance.  It  would  have  been  unfortunate  to  have 
been  forced  to  rely  at  the  London  meeting  on  the  Latin  American 
vote  to  put  through  Italian  aid. 

The  demand  of  the  Soviet  Union  for  UNRRA  aid  raised  even 
more  difficult  questions  and  indirectly  affected  the  prospects  for  full 
aid  to  Italy.  At  an  earlier  stage,  when  the  Western  world  was  filled 
with  admiration  for  the  struggle  of  the  Russian  people  against  the 
German  invaders  who  stripped,  pillaged,  plundered,  and  murdered 
both  as  they  advanced  and  still  more  as  they  retreated,  it  seems  to 
have  been  widely  assumed,  both  in  government  circles  and  among 
the  public,  that  relief  would  be  given  to  Russia  as  well  as  to  the 
European  Allies.  But  for  some  time  after  UNRRA.  was  set  up, 
Moscow  made  no  specific  request  for  UNRRA  aid.  As  we  have  seen 
the  total  funds  were  insufficient  to  meet  the  total  relief  needs  of 
Europe  without  Russia,  and  it  was  decided  that  the  Western  Euro- 
pean Allies  should  not  receive  appreciable  aid  from  UNRRA.  Even 
with  this  limitation  of  demand,  UNRRA  was  unable  to  meet  fully 
the  requirements  of  Central,  Southern  and  Eastern  Europe. 

Two  questions  had  to  be  dealt  with  immediately  by  the  Council : 
first,  the  question  whether  new  claimants  should  be  accepted  for 
UNRRA  aid;  and  second,  the  question  how  to  distribute  the  total 
resources  among  the  claimants  if  new  demands  were  to  be  added 
without  new  resources  to  meet  them.  For  political  reasons,  the  United 
States  was  bent  on  the  acceptance  of  Italy,  but  the  first  position  taken 


THE  INTERREGNUM  111 

among  leading  members  of  the  U.S.  delegation  who  came  from 
Washington  was  that  the  U.S.S.R.  ought  not  to  be  a  claimant.  The 
reasons  for  this  position  seem  to  have  been,  first,  that  Great  Powers 
should  be  above  the  acceptance  of  relief,  and  when  in  need  should 
seek  loans  and  not  grants;  second,  that  if  the  U.S.S.R.  were  granted 
relief  the  funds  left  for  the  other  claimants  would  be  so  reduced 
that  the  UNRRA  program  would  be  wrecked. 

Some  days  before  the  delegation  from  Washington  arrived,  I  had 
received  advance  notice  from  a  Russian  source  in  London  that  the 
U.S.S.R.  delegation  would  request  a  specified  amount  of  UNRRA 
aid  at  the  Council  meeting.  This  was  not  surprising  to  those  of  us 
who  had  taken  part  in  the  prolonged  discussions  in  London  on  the 
principles  to  be  followed  in  the  formulation  of  requirements  and 
had  noticed  the  interest  of  the  Russian  representatives  in  the  ques- 
tion how  the  principles  proposed  would  affect  estimates  of  Russian 
needs.  When  I  inquired  of  this  source  whether  the  Soviet  Union 
was  interested  in  securing  reconstruction  loans  I  was  informed,  to 
my  surprise,  that  this  question  had  already  been  raised  by  the  Russians 
in  the  United  States,  and  that  the  reception  given  to  it  had  been 
unfavorable  and  was  interpreted  in  Moscow  as  a  rejection  of  loans 
for  the  Soviet  Union. 

Here  was  a  reconstruction  question  the  political  significance  of 
which  was  as  great  as  if  not  greater  than  its  economic  significance. 
It  came,  too,  at  a  time  when  doubts  whether  the  Soviet  Union  would 
be  willing  to  cooperate  with  the  West  in  the  postwar  world  were  in- 
creasing in  government  circles,  but  when  hopes  of  Russian  coopera- 
tion had  not  died,  even  among  those  who  had  direct  knowledge 
of  the  immediate  difficulties.  Hopes  remained  strong  among  the 
public  in  Britain,  Canada,  and — perhaps  to  a  slightly  lesser  extent — 
the  United  States. 

When  the  delegation  from  Washington  arrived  in  London  I  men- 
tioned to  the  Ambassador  and  to  William  Clayton  the  difficulties  of 
supporting  the  Italian  claim  to  full  UNRRA  aid  while  denying  the 
Russian  right  to  any  UNRRA  aid  at  all.  Unquestionably,  the  Soviet 
Union  had  suffered  immensely  greater  loss  of  life  and  destruction 
of  property  than  any  other  Allied  country.  Whatever  troubles  the 
Western  Powers  had  experienced  in  dealing  with  the  Russians — 
and  we  had  had  our  share  of  them  in  London — they  could  not  af- 
ford to  lay  themselves  open  to  the  charge  that  they  were  already 
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discriminating  unfairly  against  the  Soviet  Union  on  one  of  the 
most  important  postwar  issues. 

However,  at  the  beginning  Mr.  Clayton  and  his  immediate  ad- 
visers were  strongly  against  UNRRA  aid  to  the  Soviet  Union,  for 
reasons  described  above.  They  were  surprised  when  I  reported  my 
conviction,  based  on  private  conversations  with  reliable  Russian 
representatives,  that  Moscow  believed  that  it  had  already  been  turned 
down  on  a  request  for  a  loan,  and  they  promptly  drafted  a  telegram 
to  send  to  the  American  Embassy  at  Moscow  that  evening  on  the 
subject.11  Later  I  heard  that  it  uncovered  an  error  of  omission. 

In  view  of  the  indiscriminate  hostility  shown  in  some  Washington 
political  circles  later  toward  all  assistance,  past  or  present,  to  the 
Soviet  Union,  the  following  extract  from  a  memorandum  of  mine 
written  at  the  time  for  Mr.  Clayton  and  Ambassador  Winant  will 
show  the  strength  of  the  case  for  reaching  agreement  with  the  Rus- 
sians without  giving  them  all  that  they  asked  for,  which  amounted 
to  $700  million  or  half  of  the  proceeds  of  a  single  UNRRA  contribu- 
tion by  the  member  countries. 

"...  I  suggest,  therefore,  that  we  should  take  a  position  as  follows : 
(a)  We  cannot  afford  to  have  a  split  in  the  Council  and  a  rejection 
by  majority  vote  of  a  Soviet  request  for  aid,  because  this  would 
place  us  in  an  unfavorable  position  with  world  opinion  and  would 
prejudice  our  policy  respecting  aid  for  Italy  and  Austria,  while  in 
addition  it  might  deprive  UNRRA  of  wholehearted  Soviet  coopera- 
tion with  its  operations  in  Central  and  Eastern  Europe. 

"(b)  In  view  of  the  publicity  given  to  the  Soviet  request  and  the 
immense  damage  Russia  has  sustained,  it  is  politically  desirable  that 
there  should  be  at  least  some  token  UNRRA  aid  to  the  Soviet. 

"(c)  If  possible,  the  financial  committee  should  report  favorably 
on  a  limited  amount  of  UNRRA  aid  to  certain  parts  of  the  U.S.S.R. 
which  have  sustained  particularly  severe  damage  during  invasion. 
The  grounds  might  be  that  Soviet  gold  and  ability  to  obtain  credits 
should  be  used  to  obtain  the  greater  part  of  the  assistance  they  need, 

11  The  question  of  aid  to  Russia  for  reconstruction  purposes  had  been  raised 
by  Ambassador  Winant  in  August  1944  in  a  telegram  to  the  President  in  which 
he  recommended  that  an  effort  should  be  made  during  the  war  to  reach  a  com- 
prehensive settlement  with  the  Soviet  Union  on  postwar  matters.  Aid  in  recon- 
struction would  be  included  if  a  satisfactory  political  settlement  could  be 
reached.  See  pp.  241-42. 
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but  that  the  extent  of  their  need  is  such  that  limited  and  localized 
UNRRA  aid  is  justifiable. 

"(d)  There  should  be  a  clear  understanding,  (a)  that  there  can 
be  no  guarantee  of  aid  to  the  extent  of  $700  million,12  that  it  is  most 
unlikely  that  aid  on  that  scale  would  be  possible,  that  requirements 
as  submitted  are  subject  to  cutting  down  in  the  light  of  the  supply 
position  and  of  other  claims  on  UNRRA  supplies;  (b)  that  the 
Soviet  will  cooperate  to  supply  full  information  on  conditions  in  the 
areas  concerned  and  will  admit  the  necessary  UNRRA  staff  in  the 
same  way  as  other  countries  have  done." 

Long  and  strenuous  negotiations  on  this  issue  took  place  during 
the  conference.  In  the  end  a  compromise  was  reached :  UNRRA  aid 
to  the  value  of  $250  million  was  allocated  for  use  in  the  Ukraine 
and  Byelorussia.  The  Soviet  delegation  were  disappointed  that  the 
amount  was  not  greater,  but  were  in  no  sense  obstructive  during 
the  conference  and  did  not  oppose  full  aid  to  Italy. 

The  compromise  over  the  Russian  claim  was,  I  believe,  a  states- 
manlike act  for  which  much  credit  should  go  to  Mr.  Clayton,  Lester 
Pearson  of  Canada,  and  the  Soviet  delegation.  There  were  some  in 
Washington  and  in  the  American  Embassy  in  Moscow  who  did  not 
approve  of  it.  Already  the  Soviet  Union  were  failing  to  fulfill  some 
of  the  obligations  they  had  undertaken  at  Yalta,  notably  those  con- 
cerned with  Poland.  But  the  real  break  between  East  and  West  had 
hardly  yet  come,  and  the  public  in  Great  Britain,  Canada,  and  the 
United  States  would  certainly  not  have  approved  of  a  blank  refusal 
of  aid  to  the  Soviet  Union.  The  outcome  was  wholly  favorable.  The 
conditions  for  the  UNRRA  aid  were  fully  complied  with  in  the 
Russian  areas,  including  facilities  for  an  UNRRA  mission  to  observe 
distribution  on  the  spot.  The  administration  of  the  relief  by  the 
Russian  authorities  was  honest  and  effective.13 

12  The  amount  requested  by  the  Russians. 

13  As  an  example  of  the  seamier  side  of  political  life  in  Washington,  it  should 
be  recorded  that  an  imaginative  but  incorrect  and  unsubstantiated  story  to  the 
contrary  was  circulated  later,  when  relations  between  the  U.S.A.  and  the 
U.S.S.R.  had  become  more  strained  and  the  more  rabid  controversialists  in 
both  countries  were  looking  for  more  fuel  to  add  to  the  fire.  An  American 
in  the  UNRRA  mission  in  the  Ukraine  and  Byelorussia  who  knew  the  facts 
communicated  with  Washington  to  correct  these  allegations.  Later  still  the 
present  writer,  taking  part  in  some  informal  discussions  on  suitable  candidates 
to  direct  a  new  and  temporary  specialized  international  agency,  suggested  this 
individual,  who  was  an  experienced  administrator.  He  soon  learned,  however, 
that   such   an    appointment    would    be    blocked   by    congressmen    because    of    the 


214  THE  INTERREGNUM 

The  second  important  achievement  of  the  conference  was  the  agree- 
ment of  the  member  countries  to  make  a  second  contribution,  amount- 
ing to  an  estimated  i  per  cent  of  national  income,  to  UNRRA  funds. 
This  act  was  a  recognition  that  the  amount  of  postwar  aid  needed 
in  Europe  was  much  greater  than  optimists  had  predicted.  The 
new  contribution  raised  no  real  economic  difficulties  for  the  United 
States,  but  it  was  a  serious  burden  on  Great  Britain.  I  recollect 
an  important  informal  meeting  at  the  Treasury  in  Whitehall  at  which 
certain  members  of  the  U.S.  and  Canadian  delegations  met  leading 
British  civil  servants  to  discuss  Britain's  position  with  respect  to 
a  second  UNRRA  contribution.  In  reply  to  our  expressions  of  hope 
that  the  U.K.  would  join  in  the  second  contribution,  the  chief  British 
civil  servants  frankly  outlined  the  difficulties  of  Britain's  position. 
Only  a  few  days  before,  President  Truman  had  announced  publicly 
in  Washington,  without  previously  informing  the  countries  concerned 
or  the  American  missions  to  those  countries,  that  Lend-Lease  had 
ended.  Ambassador  Winant  and  William  Clayton  were  dismayed  by 
both  the  content  and  manner  of  this  announcement,  and  transatlantic 
telephone  conversations  followed,  but  the  step  hastily  and  impulsively 
taken  by  the  new  President,  apparently  to  a  large  extent  on  the 
advice  of  Leo  Crowley,  could  not  be  revoked.  In  the  Treasury  room 
it  came  to  my  mind  that  we  were  asking  the  British  people  to  give 
away  goods  to  the  value  of  $320  million  just  at  the  time  when  they 
were  faced  with  an  enormous  deficit  in  their  balance  of  payments, 
which  threatened  a  complete  breakdown  of  their  economy  and  which 
could  not  possibly  be  closed  by  their  own  resources.  Yet,  having  out- 
lined their  difficulties,  they  went  on  to  say  that  they  could  not  re- 
frain from  making  their  full  contribution  to  UNRRA  for  the  second 
time.  And  when  later  the  matter  came  up  in  Parliament  not  one  voice 
was  raised  against  that  decision.  Throughout  the  whole  country 
the  people  considered  it  as  a  duty  to  play  their  part  in  relieving 
the  peoples  of  the  countries  that  had  been  occupied  by  the  enemy. 
I  believe  that  a  similar  view  was  held  by  the  great  majority  of  the 
American  people,  but  this  did  not  prevent  bitter  attacks  by  a  noisy 

earlier  action  by  the  proposed  candidate  to  correct  the  false  report  concerning 
the  use  of  UNRRA  relief  in  the  Russian  areas!  Is  it  any  wonder  that  com- 
petent and  courageous  candidates  for  public  offices,  with  a  good  chance  of  suc- 
cessful nomination,   are  so  often  difficult  to  find? 
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minority  in  Congress  and  sharp  heckling  of  administration  spokes- 
men who  presented  the  case  for  the  new  contribution. 

Following  the  UNRRA  Council  meeting  Mr.  Clayton  engaged 
in  informal  discussions  with  Whitehall  on  financial  aid  for  Britain 
and  on  trade,  raw  material,  and  cartel  policy.  These  preliminary 
explorations  were  designed  to  pave  the  way  for  a  meeting  in  Sep- 
tember in  Washington  at  which  formal  negotiations  would  take 
place  concerning  financial  aid,  the  urgency  of  which  had  been  brought 
home  to  Washington  as  well  as  London  by  the  sudden  collapse  of 
Lend-Lease.  There  were  at  the  same  time  a  number  of  urgent  ques- 
tions regarding  the  final  settlement  of  Lend-Lease  which  would  have 
to  be  dealt  with  at  the  time  when  financial  aid  was  taken  up  in  Wash- 
ington. Terms  would  have  to  be  agreed  upon  to  cover  those  goods 
which  were  already  on  the  way  or  arranged  for  when  Lend-Lease 
ended,  and  those  durable  goods  in  the  hands  of  Great  Britain  which 
had  been  supplied  under  Lend-Lease  and  might  either  be  returned  or 
bought. 

The  British  spokesmen  indicated  that  in  Washington  they  would 
state  the  case  for  a  grant  rather  than  a  loan  to  meet  their  balance- 
of-payments  difficulties.  The  case  for  a  grant  has  been  explained 
previously  and  need  not  be  repeated  here.  Mr.  Clayton,  however, 
was  able  to  discuss  only  credits.  It  may  be  said  at  once  that  there 
was  no  hope  that  the  British  point  of  view  on  this  question  would 
be  accepted  in  Washington — mainly,  I  think,  because  the  American 
people  had  not  been  prepared  for  such  a  step  and  did  not  understand 
the  past  history  of  Britain's  financial  sacrifices  in  a  common  cause. 
Nor  at  the  time  did  the  President  and  the  Secretary  of  State  possess 
the  vision,  the  economic  insight,  and  the  determination  needed  to  win 
over  Congress  to  the  bold  and  generous  measure  that  would  have 
been  justified  in  the  circumstances. 


CHAPTER   XIII 

Germany:  Reconstruction 
or  Revenge? 
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^he  chief  enemy  countries  in  the  Second  World 
War  played  leading  economic  roles  in  the  two  most 
densely  populated  areas  of  the  world.  Germany  in  Europe  and  Japan 
in  Eastern  Asia  not  only  were  well  developed  in  agriculture  but  also 
supplied  other  countries  both  near  and  far  with  large  quantities  of 
manufactured  goods.  Their  economic  systems  were  interlocked  with 
those  of  less  developed  areas  near  them.  If  Japan  was  less  advanced 
industrially  than  Germany,  she  was  also  situated  among  other 
countries  less  advanced  than  those  which  surrounded  Germany. 
In  some  respects  she  had  greater  economic  strength  than  Italy,  the 
third  and  weakest  member  of  the  Axis.  If  comprehensive  plans  were 
to  be  prepared  for  early  postwar  reconstruction,  the  enemy  countries 
had  therefore  to  be  taken  into  account.  If  they  were  omitted  the 
work  of  reconstructing  the  economic  life  of  the  liberated  areas  would 
be  immensely  complicated  and  long  delayed. 

But  the  political  and  psychological  obstacles  in  the  way  of  planning 
the  economic  reconstruction  of  the  enemy  countries  of  the  present 
or  the  ex-enemy  countries  of  the  future  were  immense.  The  unpro- 
voked aggressions,  the  brutality,  and  the  oppressive  rule  of  which 
every  Axis  country  was  guilty  had  aroused  the  just  indignation  of 
the  civilized  world.  Unfortunately,  in  some  quarters  it  had  aroused 
also  a  desire  for  revenge  which,  however  natural  or  understandable 
it  might  be,  was  wholly  destructive  in  its  effects,  and  undermined 
the  moral  leadership  of  the  Allies. 

But  this  deterioration  came  gradually,  and  in  the  early  part  of 
the  war  created  in  itself  few  obstacles  to  postwar  planning.  If  the 
planners  had  pressed  forward  earlier  in  this  field,  particularly  after 
the  Atlantic  Pact  was  drawn  up,  the  course  of  events  might  have 
taken  a  much  better  turn  and  the  open  and  cynical  disregard  of  the 
Pact  in  the  later  period  of  the  war  might  not  have  gone  as  far  as  it 
did. 
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Nevertheless,  from  the  beginning  such  planning  as  there  was  for 
reconstruction  in  the  ex-enemy  countries  was  done  in  almost  com- 
plete isolation  from  the  planning  for  reconstruction  in  Allied  coun- 
tries. Hence  it  has  been  necessary  to  discuss  it  as  a  special  subdivision 
of  the  whole  field  of  reconstruction  and  to  devote  separate  chapters 
to  it. 

The  economic  aspects  of  the  question  what  to  do  with  Germany 
after  the  war  engaged  the  attention  of  Whitehall  early.  Sir  William 
Malkin,  a  leading  senior  civil  servant — later  killed  in  an  airplane 
disaster  on  the  way  to  Yalta — presided  over  an  interdepartmental 
committee  of  civil  servants  which,  I  believe,  was  the  first  official 
body  in  any  of  the  Allied  countries  to  make  a  systematic  examina- 
tion of  the  question.  In  1942  and  early  1943,  when  this  group  carried 
on  its  work,  it  was  faced  with  many  unknown  factors.  The  shape 
of  things  to  come  in  Germany  could  be  seen  only  in  dim,  blurred 
outlines.  The  main  work  of  destruction  from  the  air  was  yet  to 
come.  The  form  of  the  collapse,  the  positions  of  the  invading  Allies 
when  it  came,  the  extent  to  which  enemy  civilian  administration 
would  survive,  the  size  of  food  and  raw  material  stocks,  the  amount 
of  remaining  industrial  capacity — none  of  these  things  could  be 
guessed  with  hope  of  even  reasonable  accuracy  at  this  time. 

But  the  memory  of  the  economic  confusion  in  Germany  after  the 
First  World  War  and  of  its  effects  on  neighboring  countries  was 
still  vivid  in  Whitehall,  and,  as  in  other  fields  of  postwar  economic 
policy,  officials  were  anxious  not  to  repeat  the  mistakes  of  the  past. 
There  were  a  number  of  questions  of  policy  which  would  have  to  be 
settled  whatever  the  circumstances  in  which  the  war  ended.  It  was 
all  to  the  good  that  an  early  start  was  made  and  a  tragedy  that  it 
was  not  followed  up  by  ministers  in  Great  Britain  and  their  nearest 
counterparts  in  the  United  States. 

Two  aspects  of  the  postwar  economic  position  of  Germany  were 
considered  at  length  in  Whitehall  from  an  early  stage — reparations 
and  what  came  to  be  called  "economic  security."  This  last  phrase 
meant  the  security  of  the  rest  of  the  world  from  future  German 
aggression,  if  and  insofar  as  it  could  be  secured  by  making  and 
keeping  Germany  incapable  of  the  economic  preparations  necessary 
to  wage  a  modern  war.  Of  course  it  could  hardly  be  claimed  that 
postwar  economic  checks  on  Germany  would  in  themselves  ensure 
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the  security  of  the  rest  of  the  world.  Until  Mr.  Morgenthau  came 
into  the  field  on  his  own  initiative  those  who  studied  the  question 
of  future  economic  security  against  Germany  wished  merely  to  ex- 
plore the  possibility  of  devising  economic  measures  to  increase  the 
effectiveness  of  the  measures  of  political  security  that  it  was  taken 
for  granted  would  be  established.  Measures  for  economic  security 
were  conceived  of  not  as  a  substitute  for,  but — if  on  investigation 
they  were  found  to  have  a  place  at  all — as  an  aid  or  supplement  to, 
measures  for  political  security. 

But  the  idea  of  reparation  and  the  idea  of  economic  security  as 
defined  here  did  not  necessarily  lead  either  to  identical  or  to  com- 
plementary economic  proposals.  Reparation  strictly  means  to  repair 
damage  and  make  up  losses.  This  can  be  done  on  a  large  scale  only 
if  the  country  making  reparation  has  a  strong  and  well-organized 
economic  order,  including  in  its  productive  capacity  many  of  the 
things  needed  to  wage  war.  Thus  it  seemed  possible  that  economic 
security  and  reparation  might  up  to  a  point  be  competitive  and  ir- 
reconcilable. This,  however,  depended  on  whether  economic  security 
was  attainable  and,  if  it  was,  in  what  form  and  to  what  extent. 

To  complicate  matters  still  further,  these  economic  issues  could 
not  be  separated  from  political  issues.  If  large-scale  reparation  in- 
volved a  large-scale  deterioration  in  the  conditions  of  life  of  the 
masses  of  people  in  the  country  making  reparation,  and  if  measures 
designed  for  economic  security  prevented  the  ex-enemy  country  from 
making  essential  goods  for  domestic  consumption  and  export,  there 
was  a  danger  that  widespread  resentment  and  discontent  would  arise 
to  form  a  soil  in  which  demagoguery  and  autocracy  would  grow  and 
flourish.  ;        | 

A  group  of  British  officials,  including  high-ranking  senior  civil 
servants  and  temporary  wartime  civil  servants  drawn  from  several 
walks  of  life,  gave  much  thought  to  these  questions  during  the  war. 
From  an  early  stage  I  kept  in  close  touch  with  some  members  of 
this  group.  The  senior  permanent  officials  were  particularly  con- 
cerned at  the  outset  to  avoid  the  worst  errors  of  the  1920's.  They 
favored  reparation  in  kind  over  reparation  fixed  in  monetary  terms, 
though  they  were  not  so  naive  as  to  imagine  that  reparation  in  kind 
completely  sidestepped  the  monetary  mechanism.  Nor  did  they  dis- 
card the  idea  of  monetary  payments  from  Germany  to  the  Allies, 
to  be  used  by  the  Allies  to  make,  at  least  within  limits,  whatever 
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purchases  they  thought  fit.  But  the  place  which  they  proposed  to 
give  to  unilateral  payments  was  a  special  one,  outside  the  ordinary 
conception  of  reparation.  Assuming  that  fairly  stable  economic  condi- 
tions might  be  restored  within  ten  years  after  the  war,  Germany 
would  have  an  economic  advantage  in  being  unable,  by  treaty  obliga- 
tion, to  maintain  armaments.  On  the  other  hand,  the  leading  Allies 
would  be  under  an  obligation  to  maintain,  if  necessary  by  force, 
international  security,  and  for  this  purpose  would  still  be  diverting 
part  of  their  capital  and  labor  into  the  production  of  goods  that 
would  yield  no  services  to  consumers.  In  an  attempt  to  offset  these 
future  differences  between  the  economic  positions  of  former  Allies 
and  former  enemies,  some  of  the  U.K.  officials  suggested  that  Ger- 
many should  be  required  to  make  payments  to  the  Allies,  beginning 
only  after  reparation  proper  had  been  completed — perhaps  about 
ten  years  after  the  end  of  the  war.  These  payments  would  resemble 
in  form  the  old-fashioned  reparation  in  money  payments,  but  would 
be  very  moderate  in  amount  and  would  be  characterized  not  as 
reparation  but  as  payment  toward  collective  security. 

As  to  reparation  proper,  my  impression  is  that  Whitehall,  with 
the  aftermath  of  the  last  war  in  mind,  deliberately  limited  its  pro- 
posals to  what  it  believed  the  public  would  be  willing  to  support 
under  the  changed  conditions  of  peacetime.  The  payment  of  repara- 
tion over  a  long  period  would  be  likely  to  break  down  over  the 
reluctance  of  the  British  public  in  the  future  to  enforce  penalties  on 
a  generation  which  had  not  reached  maturity  when  German  aggres- 
sion started  the  Second  World  War.  Nothing  could  be  worse  than  a 
drastic  program  of  penalties  that  would  be  recognized  as  harsh  after 
the  heat  of  victory  had  passed  and  would  fizzle  out  by  default  as  the 
will  to  enforce  it  declined  with  the  declining  memory  of  the  war 
and  the  restoration  of  a  spirit  of  charity  among  men. 

This  concern  with  the  attitude  of  the  public  greatly  affected  the 
form  as  well  as  the  duration  of  reparation  proposed.  It  made  for 
reparation  in  kind  rather  than  through  the  transmission  of  free 
purchasing  power.  In  a  short  period  in  which  monetary  stability 
would  probably  not  be  firmly  reestablished,  certain  types  of  repara- 
tion in  kind  might  be  easier  to  administer,  especially  if  care  were 
taken  as  to  the  types  of  goods  removed.  British  officials  at  that  time 
thought  that  there  might  be  certain  stocks  of  raw  materials  at  the 
time  of  defeat  which  would  be  drawn  on  for  reparation.  However, 
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this  form  of  reparation,  they  held,  must  be  strictly  limited  in  scope 
and  in  time.  Moreover,  Whitehall  still  remembered  the  confusion 
caused  after  the  First  World  War  by  the  export  of  coal  as  reparation 
from  Germany. 

From  the  beginning,  the  conception  of  economic  security  raised 
great  difficulties.  The  range  of  products  essential  to  the  conduct  of 
total  war  is  very  wide,  and  if  economic  security  were  given  a  broad 
application  German  civilian  industry  would  be  crippled  and  the  condi- 
tions of  life  of  the  people  would  be  permanently  lowered  to  a  danger- 
ous point.  This  was  the  last  thing  desired  by  the  government  and 
the  people  of  the  U.K.  Notwithstanding  all  they  had  suffered  from 
unprovoked  German  aggression,  the  spirit  of  revenge  and  retaliation 
had  little  place  in  their  attitude  to  the  future  peace.  They  had  to 
live  in  the  future  with  the  Germans  as  near  neighbors,  and  how- 
ever hopelessly  sunk  in  evil  Hitler's  Germany  might  be,  a  stable 
peace  in  the  future  depended  on  an  ultimate  reconciliation  being 
reached  with  a  new  and  more  civilized  generation  of  German  people. 
This  could  not  be  attained  by  heavily  visiting  the  sins  of  Hitler's 
generation  on  future  generations. 

Economic  security,  if  it  means  anything,  is  essentially  a  conception 
of  the  long  run.  The  difficulties  of  reparation  might  be  partially  re- 
moved by  turning  reparation  into  a  short-run  affair,  but  no  similar 
escape  from  the  difficulties  of  economic  security  lay  open.  In  the 
short  run,  indeed,  economic  security  is  of  little  importance.  A  defeated 
Germany  could  not  in  any  circumstances  revive  its  capacity  to  wage 
war  again  for  some  years  to  come.  Moreover,  the  Allied  peoples 
would  be  alert  to  take  action  if  any  signs  of  renewed  aggression  ap- 
peared in  the  early  postwar  period.  If  Germany  again  became  an 
aggressor  country,  it  could  be  only  after  a  fairly  long  period  of 
recuperation  and  by  taking  advantage  of  an  unsuspecting  generation 
that  had  not  lived  through  the  previous  war.  It  is  in  this  fact — or 
probability — that  the  chief  obstacle  to  the  application  of  measures  of 
economic  security  lies.  Of  what  use  is  it  to  devise  measures  today 
which  would  restrict  the  economic  freedom  and  limit  the  economic 
sovereignty  of  a  former  aggressor  country,  but  which  would  be 
superfluous  in  the  near  future  and,  if  they  were  to  serve  their  purpose, 
would  have  to  be  rigorously  enforced  in  the  more  distant  future 
when  conditions  would  have  changed  and  wholly  different  govern- 
ments would  be  in  power. 
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To  my  mind  no  satisfactory  answer  has  been  given  to  this  ques- 
tion either  in  Whitehall  or  elsewhere  during  or  since  the  war.  How- 
ever, the  British  civil  servants  rendered  an  important  service  by  ex- 
amining concretely  the  possibilities  of  economic  security.  These 
studies  were  started  in  connection  with  the  work  of  the  Malkin  Com- 
mittee and  continued  later  by  the  Economic  and  Industrial  Planning 
Committee,  an  interdepartmental  committee  under  the  leadership 
of  the  Foreign  Office.  A  large  volume  of  work  was  carried  out  by 
men  of  great  ability,  some  of  whom  in  peacetime  had  had  direct  ex- 
perience of  German  industries  and  German  economic  conditions. 

It  seems  appropriate  at  this  point  to  analyze  briefly  some  of  the 
possibilities  of  specific  regulatory  measures  over  the  German  econ- 
omy. They  may  be  divided  into  two  classes.  First,  there  are  the 
measures  applied  directly  to  the  internal  economic  order  in  Germany 
and,  second,  those  which  concentrate  on  the  nature  and  amounts 
of  imports  into  Germany.  As  to  the  first,  the  practicability  of  pro- 
hibiting or  limiting  the  size  of  specific  industries  or  the  manufacture 
of  specific  products  that  serve  war  purposes  Jias  to  be  considered 
early.  This  approach  is  more  attractive  at  first  glance  than  it  is  after 
prolonged  scrutiny  of  particular  cases.  In  modern  total  war  the 
industries  or  plants  which  can  be  used  only  for  peaceful  purposes 
are  very  limited :  a  large  number  which  produce  essential  civilian 
goods  can  either  produce  for  direct  war  uses  in  their  existing  state, 
or  can  be  adapted  without  great  difficulty  or  long  delay  to  those 
uses.  The  chemical  and  the  iron  and  steel  industries  are  only  two  of 
the  more  spectacular  examples :  there  are  many  others.  Thus  wide- 
spread prohibition  or  limitation  of  industries  would  cause  great 
deterioration  in  the  conditions  of  life  in  peacetime,  and  could  hardly 
be  maintained  over  a  long  period  without  continued  military  occupa- 
tion in  great  strength. 

A  more  limited  approach  is  to  single  out  a  very  few  industries 
for  complete  prohibition,  for  example  the  manufacture  of  airplanes 
and  of  synthetic  oil.  It  is  hardly  conceivable  that  a  country  without 
the  capacity  to  manufacture  airplanes  could  wage  modern  warfare. 
Nor  could  Germany  wage  large-scale  war  under  present  conditions 
without  producing  synthetic  oil. 

However,  in  any  attempt  to  obtain  economic  security  by  limiting 
or  prohibiting  the  production  of  certain  products  or  the  use  of  certain 
processes,  two  difficulties  have  to  be  faced.  The  techniques  of  war- 
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fare  change  frequently:  prohibitions  and  limitations  therefore  tend 
to  become  obsolete  when  the  products  which  are  prohibited  or  limited 
lose  much  of  their  importance  through  the  growth  of  substitutes 
or  the  invention  of  new  and  superior  products  for  use  in  war.  If 
a  general  prohibition  of  substitutes  and  of  new  products  is  laid 
down,  the  civilian  economy  will  be  crippled.  Second,  inspection  and 
enforcement  are  extremely  difficult  when  the  prohibited  processes 
can  be  carried  on  in  very  small  plants. 

If  productive  equipment  and  processes  can  be  found  which  are 
essential  in  wartime  but  not  in  peacetime,  and  which  are  difficult 
to  conceal,  their  prohibition  or  limitation  may  serve  a  useful  purpose 
in  supplementing  measures  for  political  security.  The  British  officials 
early  considered  the  practicability  of  banning  the  production  of  syn- 
thetic oil  in  Germany.  Clearly  this  measure  is  no  general  safeguard 
against  aggression,  since  some  countries  possess  enough  natural  oil 
for  all  purposes.  But  in  Germany's  special  position  it  might  be  use- 
ful in  the  present  state  of  technique.  Moreover,  the  plants  necessary 
to  produce  synthetic  oil  must  be  large  and  visible  even  to  inspection 
from  the  air. 

But  not  many  products  can  be  put  in  this  category,  and,  in  the 
main,  economic  security  through  internal  controls  would  seem  to 
require  limitation  of  production  or  productive  capacity  of  a  number 
of  staple  products  essential  in  both  war  and  peace,  among  which 
many  of  the  products  of  the  steel  industry,  the  chemical  industries, 
and  the  machine  tool  industries  are  outstanding.  But  limitation  of 
output  or  of  capacity  necessitates  close  supervision  and  doubts  seem 
justified  as  to  the  probable  willingness  of  future  Allied  governments 
to  enforce,  and  future  ex-enemy  governments  to  accept,  close  super- 
vision for  many  years  ahead.  Next,  there  is  the  difficulty  of  esti- 
mating an  appropriate  amount  of  output  and  of  capacity.  The  volume 
of  future  economic  activity,  the  direction  of  future  technical  develop- 
ments, and  the  changes  in  the  demand  for  raw  materials  resulting 
from  them,  cannot  be  predicted  closely.  If  mistakes  of  underestima- 
tion were  made,  the  civilian  economy  and  hence  the  economic  condi- 
tions of  life  would  be  depressed  and  political  discontent  would  be 
aroused. 

The  difficulties  of  long-term  internal  economic  control  by  super- 
vising powers  led  to  a  careful  exploration  of  the  possibilities  of  con- 
trolling ex-enemy  economic  activities  largely  from  the  outside.  These 
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possibilities  depend  on  the  needs  of  the  country  concerned  and  the 
extent  of  its  domestic  resources.  The  control  of  Japan  in  this  way 
is  a  simple  matter.  Japan  was  able  to  take  aggressive  action,  not  be- 
cause of  any  inherent  economic  advantages  of  its  position,  but  be- 
cause of  the  gross  negligence  and  inertia  of  the  Western  powers 
which  deliberately  threw  away  opportunities  to  control  her  with  small 
risk  of  bloodshed.  The  case  of  Germany,  with  its  greater  natural 
resources,  is  different,  but  even  Germany  could  not  become  self- 
sufficient. 

The  most  obvious  method  of  external  control  is  through  control 
of  imports.  However,  a  minute  control  of  all  imports  would  be  diffi- 
cult and  burdensome  and  might  not  be  tolerated  for  many  years. 
As  an  alternative  there  is  the  possibility  of  confining  regulation  to  a 
few  "strategic"  or  "key"  imports.  The  exclusion  of  oil  and  scrap  iron 
from  Japan  in  the  early  1930's  would  have  crippled  the  war  plans  of 
the  militarists.  As  regards  Germany,  if  it  be  assumed  that  large 
quantities  of  steel  will  continue  indefinitely  to  be  indispensable  for 
war  purposes,  and  if  direct  control  of  steel  output  over  many  years 
is  difficult  from  a  political  and  inconvenient  from  an  administrative 
point  of  view,  a  substitute  form  of  control  might  be  found  in  the 
regulation  of  the  import  of  scarce  minerals  that  go  into  the  manufac- 
ture of  high-speed  steel — tungsten,  molybdenum,  chromium,  and 
others — in  which  Germany  is  deficient.  The  physical  quantities  of 
these  scarce  minerals  that  go  into  steel  production  are  small.  It  is 
therefore  easier  in  some  ways  to  supervise  them  than  to  supervise  a 
commodity  of  which  large  volumes  are  produced  or  imported.  On  the 
other  hand,  the  smaller  the  physical  quantities  of  an  import  and  the 
higher  the  monetary  value  of  each  physical  unit,  the  greater  is  the 
likelihood  of  successful  smuggling.1  After  much  study  the  British 
experts  concluded  that  if  this  form  of  control  were  to  be  made  effective 
it  would  have  to  be  established  by  the  United  Nations  as  a  world-wide 
control  of  the  minerals  concerned.  This  is  not  to  say  that  the  imports 
of  other  countries  would  be  regulated :  the  control  would  be  mainly 
statistical.  But  it  would  be  essential  to  have  a  reliable  balance  sheet 
showing  world  production  and  an  accounting  of  the  disposition  of  the 
entire  supply. 

1  It  would  be  extraordinarily  difficult,  for  example,  to  enforce  limitation  of 
the  import  of  diamonds  for  cutting  purposes. 
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Whitehall's  exploration  in  these  fields  led  to  some  preliminary 
recommendations  by  officials  in  the  report  of  the  Malkin  Committee. 
Unfortunately,  this  valuable  start,  which  had  put  the  U.K.  in  the 
lead  in  preparation  for  what  was  almost  certain  from  the  beginning 
to  be  the  most  difficult  of  all  the  economic  problems  of  the  peace,  seems 
to  have  been  thrown  away  by  the  failure — or  perhaps  we  should  say 
the  refusal — of  ministers  to  study,  and  take  at  least  a  tentative  posi- 
tion on,  postwar  economic  questions  relating  to  Germany.  Repeated 
efforts  by  leading  civil  servants  to  draw  the  attention  of  cabinet 
ministers  to  the  subject  and  to  get  approval  of  their  paper  as  a  basis 
for  informal  non-committal  discussions  with  Allies  failed  through- 
out 1942  and  I  think  through  most,  if  not  all,  of  1943. 

In  Washington,  postwar  planning  on  Germany  was  more  con- 
cerned with  political  and  administrative  than  with  economic  ques- 
tions. However,  economic  plans  must  always  rest  on  political  founda- 
tions and  fit  into  a  political  structure :  consequently,  some  examination 
of  the  chief  political  issues  is  essential  to  an  intelligible  account  of  the 
economic  issues.2 

The  first  and  most  important  of  these  issues  was  the  question 
whether  Germany  was  to  remain  as  a  single  state  or  to  be  divided 
into  several  independent  states.  From  the  beginning,  civil  servants 
who  realized  the  desperate  urgency  of  economic  planning  for  postwar 
Germany  and  who  with  the  help  of  junior  ministers  in  London  and 
a  few  assistant  secretaries  in  Washington  attempted  to  move  forward 
without  waiting  for  directions  from  above,  were  acutely  conscious 
of  the  ambiguities  and  limitations  arising  from  the  absence  of  a  politi- 
cal framework  within  which  a  detailed  economic  structure  could  be 
built.  Consider,  for  example,  reparation.  How  could  any  reparation 
plan  be  drawn  up  unless  a  decision  were  made  on  the  question  what 
territory  would  remain  to  Germany  after  the  war  and  whether  there 
would  be  a  single  Germany  or  separate  German  states.  The  Malkin 
Committee  in  1942  tried  to  meet  the  difficulty  by  assuming  that 
Germany  would  be  "substantially  a  unitary  state."  This  did  not  neces- 

2  By  far  the  best  account  of  the  political  planning  is  to  be  found  in  two 
articles  by  Professor  Philip  E.  Mosely,  "Dismemberment  of  Germany,"  For- 
eign Affairs,  April  1950,  pp.  487-98,  and  "The  Occupation  of  Germany :  New 
Light  on  How  the  Zones  were  Drawn,"  op.cit.,  July  1950,  pp.  580-604.  These 
articles  are  indispensable  and  completely  dispose  of  some  misconceptions  on 
the  part  of  other  writers,  including  Sherwood  and  Clay. 
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sarily  mean  that  no  territory  would  be  taken  from  Germany.  The 
committee  recognized  that  certain  areas  on  the  outskirts  of  Ger- 
many— for  example  the  Saar,  East  Prussia  and  Upper  Silesia — 
might  be  transferred  to  other  powers.  But  it  did  mean  that  Germany 
would  not  be  split  up  into  separate  states  and  disappear  as  a  single 
country. 

Yet  this  was  the  very  question  on  which,  more  than  on  any  other, 
the  heads  of  state  in  the  United  Kingdom,  the  United  States,  and 
the  Soviet  Union  fumbled,  vacillated,  and  went  astray.  The  assump- 
tion made  by  the  Malkin  Committee  was  neither  confirmed  nor  denied 
by  any  political  decision  until  the  Potsdam  Conference  in  1945! 
President  Roosevelt,  in  the  earliest  discussion  on  the  subject,  seems 
to  have  expressed  himself  in  favor  of  the  dismemberment  of  Germany. 
Sumner  Welles  apparently  encouraged  him  in  this  view  and  introduced 
the  subject  into  the  discussions  of  the  Advisory  Committee  on  Postwar 
Problems  in  1942  and  into  the  work  of  the  research  staff  of  the  State 
Department.  Professor  Mosely  states  that  "Projects  for  the  partition 
of  postwar  Germany  into  three,  five,  and  seven  separate  states  were 
drawn  up.  .  .  ."3  But  the  studies  and  discussions  gave  rise  to  strong 
opposition  to  dismemberment,  not  only  among  the  staff  but  among 
the  leading  advisers,  particularly  Dr.  Pasvolsky  and  the  late  Dr. 
Isaiah  Bowman,  who  had  been  one  of  the  leading  American  writers 
on  territorial  questions  for  a  decade  after  the  First  World  War.  But 
this  did  not  change  the  views  of  President  Roosevelt.  The  notes  of 
Harry  Hopkins  referring  to  a  dinner  with  the  President  and  Mr. 
Eden  on  March  14,  1943,  state  that  the  President  "thought  that  we 
should  encourage  the  differences  and  ambitions  that  will  spring  up 
within  Germany  and,  in  effect,  approve  of  a  division  which  represents 
German  opinion."  When  Hopkins  asked  what  would  be  done  if  no 
desire  arose  in  Germany  for  separation,  "both  the  President  and 
Eden  agreed,  that,  under  any  circumstances,  Germany  must  be 
divided  into  several  states.  .  .  ."4 

In  conversations  with  Foreign  Office  officials  on  German  economic 
matters,  I  had  found  no  evidence  of  sympathy  with,  and  much  evi- 

3  "Dismemberment  of  Germany,"  Foreign  Affairs,  April  1950,  p.  488.  I  also 
had  the  advantage  of  detailed  discussions  with  the  late  Dr.  Bowman  on  this 
subject  at  Johns  Hopkins  University. 

4  Robert  E.  Sherwood,  Roosevelt  and  Hopkins  (New  York,  Harpers), 
1948,  p.  711. 
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dence  of  disapproval  of,  proposals  for  the  dismemberment  of  Germany. 
Hence,  it  was  as  surprising  to  me  to  learn  that  Mr.  Eden  had  con- 
curred with  President  Roosevelt  in  a  categorical  statement  in  favor  of 
dismemberment,  as  it  was  to  learn  of  the  political  naivete  of  both 
Eden  and  Roosevelt  in  supposing  that  a  spontaneous  desire  would 
arise  within  Germany  to  break  up  the  Reich.  Possibly  Mr.  Eden,  if 
he  was  correctly  reported,  was  merely  expressing  a  personal  opinion 
on  the  spur  of  the  moment,  for  in  Quebec  on  August  21,  1943,  he 
informed  Secretary  Hull  that,  "while  some  members  of  the  British 
government  felt  that  Germany  should  be  dismembered,  he  himself — 
and  he  felt,  in  general,  the  cabinet  also — were  not  in  favor  of  imposing 
dismemberment,  largely  because  of  the  impracticability  of  carrying 
it  out.  He  said  it  would  be  well  to  bring  about  a  separation  of  the 
different  states  of  Germany  if  it  could  be  done  voluntarily."5 

The  first  sentence  in  this  statement  confirms  what  officials  con- 
fidentially informed  me  at  the  time,  but  I  should  add  that  I  never 
found  among  them  the  slightest  indication  of  a  belief  that  the  German 
people  would  voluntarily  strive  to  split  up  their  country.  It  seems  that 
in  London  ministers  were  divided,  with  a  majority  against  dismem- 
berment, but  a  minority  active  enough  to  prevent  a  collective  decision 
from  being  reached,  or  at  any  rate  to  influence  the  Prime  Minister  not 
to  seek  such  a  decision  because  of  the  dissension  that  might  be  stirred 
up. 

In  the  spring  of  1943  a  promising  start  was  made  on  postwar  plan- 
ning for  Germany.  President  Roosevelt  discussed  the  postwar  treat- 
ment of  Germany  with  Secretary  Hull  on  March  30,  1943,  and  three 
days  later  sent  the  Secretary  a  note  requesting  him  to  discuss  with 
Secretary  Stimson  and  the  British  "the  question  of  what  our  plan  is 
to  be  in  Germany  and  Italy  during  the  first  few  months  after  Ger- 
many's collapse."6  The  discussions  which  followed  led  to  the  document 
which  Secretary  Hull  presented  to  Mr.  Eden  and  M.  Molotov  at  the 
Moscow  Conference  in  October  1943.  Its  text  is  available  and  need 
not  be  repeated  here.  It  covered  much  indispensable  detail  concerning 
the  rights  of  the  occupying  powers,  demobilization,  political  prisoners, 
maintenance  of  economic  controls,  delivery  of  war  materials,  elimina- 
tion of  the  manufacture  of  arms,  and  provision  for  an  inspection  sys- 

5  The  Memoirs  of   Cordell  Hull   (New   York,   Macmillan),    1948,   11,    1233. 

6  ibid.,  11,    1284. 
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tern.  On  the  broader  issues  of  policy  it  accepted  the  idea  of  uncondi- 
tional surrender.  It  recommended  "decentralization  of  the  German 
political  structure"  but  made  no  definite  recommendation  on  dismem- 
berment. It  held  that  the  future  government  of  Germany  should  be 
democratic  but  included  among  the  conditions  of  successful  democracy 
"a  tolerable  standard  of  living"  and  "restrictions  of  measures  of  con- 
trol to  the  requirements  of  general  security."7 

The  question  whether  or  not  Germany  should  be  dismembered  was 
discussed  inconclusively  at  the  Moscow  Conference  of  Foreign  Minis- 
ters. Both  Mr.  Hull  and  Mr.  Eden  admitted  that  there  were  differences 
of  opinion  within  their  governments  on  the  question,  and  Mr.  Hull 
recommended  caution  and  further  study.8  Only  a  month  later  at  the 
Teheran  Conference  the  heads  of  state  were  all  for  dismemberment, 
each  of  them,  however,  having  a  radically  different  idea  of  the  form  it 
should  take.  The  left  hand  scarcely  seems  to  have  known  what  the 
right  hand  was  doing  either  in  London  or  in  Washington.  The  Presi- 
dent and  the  Prime  Minister  held  views  opposed  to  those  of  their 
Secretaries  of  State  and  still  more  to  those  of  the  capable  advisers 
and  civil  servants  who,  in  both  capitals,  had  thoroughly  studied  the 
subject.  Mr.  Sherwood's  account  of  the  Teheran  discussion  is  an 
illuminating  account  of  confusion,  disunity,  and  indecision  in  high 
places : 

"There  was  extensive  discussion  of  the  dismemberment  of  Ger- 
many. Roosevelt  submitted  a  plan  for  five  autonomous  states: 
(i)  Prussia  (reduced),  (2)  Hanover  and  Northwest,  (3)  Saxony 
and  Leipzig  area,  (4)  Hesse-Darmstadt,  Hesse-Kassel  and  the  area 
south  of  the  Rhine,  (5)  Bavaria,  Baden  and  Wurtemberg — whereas 
the  Kiel  Canal  and  Hamburg,  and  the  Ruhr  and  the  Saar,  to  be  under 
United  Nations  control.  When  Roosevelt  offered  this  suggestion, 
Churchill  exclaimed,  'To  use  an  American  expression,  the  President 
has  said  a  mouthful!'  Churchill  agreed  that  Prussia  should  be  sep- 
arated from  the  rest ;  he  believed  that  the  southern  states  should  be 
detached  to  become  part  of  a  Danubian  Confederation. 

"Stalin  was  not  enthusiastic  about  either  proposal,  but  said  that  of 
the  two  he  preferred  Roosevelt's.  He  felt  that  dismemberment  meant 
dismemberment — that  the  Prussian  officers  and  staffs  should  be 
eliminated  but  that  otherwise  he  saw  little  difference  between  the 

7  ibid.,  11,  p.   1286.  *ibid.,  11,  p.  1287. 
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people  of  one  part  of  Germany  and  another.  As  to  putting  any  parts 
of  Germany  in  any  Confederation,  he  said  that,  whatever  form  it 
might  take,  if  there  were  Germans  in  it  they  would  soon  dominate  it 
and  the  threat  of  a  greater  Germany  would  be  revived.  He  said  that 
there  would  always  be  a  strong  urge  on  the  part  of  the  Germans  to 
unite  and  that  the  whole  purpose  of  any  international  organization 
must  be  to  neutralize  this  tendency  by  applying  economic  and  other 
measures  including,  if  necessary,  force.  This  discussion  ended  up 
nowhere;  it  was  decided  that  the  subject  should  be  considered  further 
by  the  European  Advisory  Commission  in  London."9 

Such  was  the  position  at  the  end  of  1943.  Little  effective  economic 
planning  could  be  carried  out  when  it  was  not  even  known  whether 
Germany  was  to  be  one  country  or  two  countries  or  five  countries  after 
the  war,  or,  if  Germany  was  to  be  carved  up,  what  the  sizes  and 
shapes  of  the  slices  would  be ! 

But  earlier  in  1943  another  important  political  decision  had  affected 
economic  planning.  In  January  the  President  told  the  newspaper 
correspondents  at  Casablanca  that  "he  and  Churchill  were  determined 
to  accept  nothing  less  than  unconditional  surrender  of  Germany, 
Japan  and  Italy."10  In  Washington  on  March  17  the  President  told 
Secretary  Hull  and  Mr.  Eden  that  ".  .  .  we  should  insist  on  total 
surrender  with  no  commitments  to  the  enemy  as  to  what  we  would 
do  or  would  not  do.  .  .  ."11 

From  time  to  time  during  the  remainder  of  the  war,  weighty 
reasons  were  brought  against  this  decision  both  from  within  U.S.  and 
U.K.  government  circles  and  from  outside.  Its  wisdom  was  ques- 
tioned by  General  Eisenhower  and  I  believe  by  most  military  authori- 
ties in  the  field.  The  tenacious  adherence  to  it  by  the  Allies  through- 
out the  war  must  be  attributed  first  to  the  influence  of  President 
Roosevelt  and  second  to  that  of  Mr.  Churchill.  Premier  Stalin's  atti- 
tude, however,  was  significantly  qualified : 

"As  a  wartime  measure  Marshal  Stalin  questioned  the  advisability 
of  the  unconditional  surrender  principle  with  no  definition  of  the  exact 
terms  which  would  be  imposed  upon  Germany.  He  felt  that  to  leave 
the  principle  of  unconditional  surrender  unclarified  merely  served  to 
unite  the  German  people,  whereas  to  draw  up  specific  terms,  no  matter 

9  Sherwood,    op.cit.,   pp.   797~9^  10  ibid.,  pp.  693-94. 

^xibid.,   p.   715. 
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how  harsh,  and  tell  the  German  people  that  this  was  what  they  would 
have  to  accept,  would,  in  his  opinion,  hasten  the  day  of  German 
capitulation."12 

M.  Stalin  is  a  ruthless  man,  but  these  reasoned  judgments  of  his 
show  more  political  understanding  than  is  shown  by  the  more 
dogmatic  statements  Roosevelt  and  Churchill  reiterated  during  the 
war  without  heed  to  the  weighty  objections  of  men  closer  to  the  scene 
of  action.  The  lives  of  many  human  beings  hung  on  this  decision :  it 
surely  ought  at  least  to  have  been  made,  if  at  all,  only  after  the  fullest 
discussion  with  the  many  well  qualified  advisers  to  be  found  both  in 
the  capitals  and  on  the  field  of  battle. 

In  the  present  study  it  is  not  necessary  and  indeed  would  be  irrele- 
vant to  follow  all  the  ramifications  of  the  demand  for  unconditional 
surrender.  The  importance  of  this  demand  from  the  point  of  view  of 
the  economic  planning  for  the  peace,  however,  was  very  great,  for  it 
removed  much  of  the  incentive,  which  would  otherwise  have  been 
present,  to  hasten  the  preparation  of  plans  for  the  postwar  German 
order.  If  M.  Stalin's  desire  to  clarify  the  demand  and  "to  draw  up 
specific  terms"  had  been  fulfilled,  Mr.  Roosevelt  and  Mr.  Churchill 
would  have  been  obliged  to  give  directions  to  civil  servants  at  the 
end  of  1943  to  hasten  the  completion  of  plans  for  postwar  Germany. 
In  fact,  however,  the  efforts  of  civil  servants  were  frustrated  by  the 
refusal  of  the  highest  statesmen  either  to  take  the  initiative  themselves 
or  to  endorse  the  initiative  which  civil  servants  attempted  to  take. 
And  so  the  months  passed  between  the  meeting  at  Teheran  and  the 
launching  of  the  great  offensive  in  Normandy.  Then,  at  that  late  hour, 
in  the  words  of  Mr.  Stimson  and  Mr.  Bundy,  ".  .  .  as  General  Eisen- 
hower's forces  advanced  towards  the  German  border  it  became  clear 
that  the  armies  had  outrun  the  policy  makers."13  The  war  was  being 
won ;  the  peace  was  in  imminent  danger  of  being  lost. 

At  the  beginning  of  1944  the  European  Advisory  Commission, 
provided  for  in  the  Moscow  Protocol,  was  set  up  in  London  with 
Ambassador  Winant  as  the  United  States  representative.  It  was  de- 
signed to  take  up  a  number  of  questions  left  undecided  at  the  Moscow 
Conference.  Its  terms  of  reference  did  not  confine  it  to  questions  con- 

12  ibid.,  pp.  792-93. 

13  Henry  L.   Stimson  and  McGeorge  Bundy,  On  Active  Service  in  Peace  and 
War  (New  York.  Harper),  1947,  p.  566. 
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cerning  ex-enemy  countries,  but  unanimous  consent  was  required 
before  it  could  take  up  ' 'European  questions  concerning  the  termina- 
tion of  hostilities"  and  in  practice  its  chief  business  was  to  prepare 
surrender  terms  and  the  machinery  needed  to  fulfill  them.14 

There  has  been  little  public  understanding  of  the  work,  the  diffi- 
culties, and  the  accomplishments  of  the  European  Advisory  Commis- 
sion. Soon  after  the  death  of  Ambassador  Winant  a  number  of  wild 
rumors  and  myths  grew  up  around  the  almost  unknown  history  of 
the  commission.  Professor  Philip  E.  Mosely  has  disposed  of  these 
in  two  authoritative  articles  which  will  be  indispensable  to  future 
historians:  his  is  the  most  important  contribution  yet  made  to  the 
study  of  the  formation  of  occupation  policies.15 

The  misunderstandings  have  not  been  confined  to  the  public :  they 
can  be  found  among  writers  who  did  not  watch  events  wholly  from 
the  outside.  It  has  been  said  by  a  number  of  writers,  including  a 
former  highly  placed  diplomat,  that  the  representatives  on  the  EAC 
were  not  at  a  sufficiently  high  level.  For  example,  Howard  Zink, 
although  appreciative  of  the  accomplishments  of  the  EAC,  states  that, 
"It  had  the  disadvantage  of  being  too  low  in  political  level  to  decide 
important  issues  itself  and  found  that  referring  matters  to  four  capi- 
tals for  decision  led  to  serious  difficulties."16  Mr.  Zink's  experience 
appears  to  have  been  mainly  in  the  War  Department.  But  the  former 
diplomat  might  have  been  reasonably  expected  to  be  familiar  with 
the  workings  of  the  governments  of  the  Great  Powers.  This  makes  it 
all  the  more  surprising  that  it  could  seriously  be  supposed  that  any 
single  individual,  no  matter  how  highly  placed  in  rank,  could  be  given 
the  authority  to  make  decisions  on  his  own  responsibility,  and  without 
discussions  with  his  government,  on  vital  and  far-reaching  issues  con- 
cerning the  postwar  disposition  of  Germany.  Modern  democratic  gov- 
ernments do  not  function  in  that  way.  In  Great  Britain  and  France 
every  vital  issue  of  policy  must  be  brought  before  the  cabinet ;  in  the 

14  The  origin  of  these  terms  of  reference  is  explained  in  Professor  Mosely's 
illuminating  article,  "The  Occupation  of  Germany:  New  Light  on  how  the 
Zones  were  drawn,"  Foreign  Affairs,  July  1950,  pp.  581-2.  London  wished  to 
settle  during  the  war  many  questions  which  Washington  desired,  for  internal 
political  reasons,  to  postpone  until  after  the  war.  This  was  a  fundamental  issue 
which  is  discussed  elsewhere  in  this  study. 

15  Foreign  Affairs,  April  and  July  1950. 

16  Harold  Zink,  Allied  Military  Government  in  Germany  (New  York,  Mac- 
millan),  1947,  p.  68. 
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United  States,  depending  on  the  scope  and  nature  of  the  issue,  it 
may  be  decided  by  the  President,  but  even  when  the  approval  of  the 
legislature  is  not  required  immediately  the  President  is  hardly  in  a 
position  in  practice  to  ignore  all  his  advisers,  especially  when  his 
Secretary  of  State  has  a  mind  of  his  own.  Thus  it  is  inconceivable 
that  any  representatives,  even  the  heads  of  states,  could  have  been 
appointed  to  the  EAC  with  a  free  hand  in  practice  to  make  prompt 
personal  decisions  on  the  spot  on  the  far-reaching  issues  of  policy  as 
they  came  up.  Moreover,  the  records  of  the  heads  of  state  give  rise 
to  apprehension  rather  than  confidence  regarding  the  soundness  of 
their  judgment  on  policy  towards  Germany.  As  we  have  seen,  Presi- 
dent Roosevelt,  encouraged  by  Sumner  Welles,  favored  the  drastic 
dismemberment  of  Germany.  Mr.  Churchill  seems  to  have  followed 
him  in  principle  though  not  in  method  for  some  time.  M.  Stalin  also 
independently  followed  the  same  course  until  the  later  stages  of  the 
war.  In  other  respects,  as  will  be  seen  later,  mistakes  were  made  by 
President  Roosevelt,  Mr.  Churchill,  and  M.  Stalin  on  German  ques- 
tions. If  the  heads  of  states  had  been  free  to  follow  their  personal  in- 
clinations there  is  reason  to  believe  that  greater  disasters  would  have 
occurred  on  German  matters  than  those  which  actually  did  occur. 
Heads  of  states  are  fallible  human  beings,  daily  harassed  by  multi- 
tudinous cares,  without  time  to  study  deeply  questions  that  lie  beyond 
the  scope  of  their  previous  experience. 

Some  of  these  points  apply  to  other  high-ranking  statesmen  in 
the  capitals  of  the  great  powers.  If  the  Foreign  Ministers  or  Secre- 
taries of  State  had  been  the  representatives  on  the  EAC  it  is  incon- 
ceivable that  they  could  have  taken  decisions  on  the  spur  of  the 
moment  on  a  great  number  of  important  new  issues  without  com- 
munication with  their  capitals.  If  this  applies  to  the  statesmen  who 
are  supposed  to  specialize  in  external  affairs,  how  much  more  does  it 
apply  to  other  high-ranking  statesmen,  most  of  whom  are  ministers  or 
secretaries  of  departments  dealing  chiefly  with  internal  affairs. 

In  short,  it  is  an  illusion  to  suppose  that  a  speedier  or  a  sounder 
settlement  of  postwar  German  affairs  could  have  been  achieved  by  the 
appointment  of  any  of  the  higher-ranking  statesmen  from  the  capitals 
of  the  great  powers  as  representatives  on  the  EAC  or  any  other  body 
to  work  out  the  details  of  a  German  settlement.  There  can  be  no  short- 
cut which  will  by-pass  internal  machinery  for  consultation  and  for 
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the  formation  of  policy,  by  giving  a  free  hand  to  any  statesman,  how- 
ever eminent,  to  decide  a  mass  of  detailed  controversial  questions 
solely  according  to  his  personal  opinions.17  Not  only  is  it  unlikely  that 
the  effectiveness  of  the  European  Advisory  Commission  would  have 
been  greater  if  the  representatives  on  it  had  been  drawn  from  the 
"top  level"  at  the  Allied  capitals,  but  in  the  last  resort  the  main 
obstacle  to  greater  accomplishments  by  the  commission  came  from 
the  indecisiveness  of  the  heads  of  state  and  leading  ministers  on  some 
of  the  issues  relating  to  Germany  and  their  stubbornness  on  others. 

Secretary  Hull's  promising  start  at  Moscow  raised  hopes  that 
during  1944  rapid  progress  would  be  made  toward  the  completion 
of  plans  for  Germany.  At  Teheran  a  step  backwards  had  been  taken, 
but  it  was  an  indecisive  step  which  might  be  reconsidered  in  the  Euro- 
pean Advisory  Commission.  However,  it  was  obvious  from  the  begin- 
ning that  no  progress  could  be  made  unless  positive  decisions  were 
reached  in  the  capitals  of  the  three  great  powers  on  policy  toward 
postwar  German  questions. 

Within  the  State  Department  efforts  were  made  to  work  out  such 
a  policy.  After  the  Moscow  conference  the  Interdivisional  Committee 
on  Germany  began  to  consider  the  chief  questions  that  seemed  likely 
to  come  up  on  the  EAC.18  But  the  State  Department  was  not  the  only 
department  with  a  say  in  the  formation  of  policy  for  the  EAC,  and  a 
joint  State,  War,  and  Navy  indepartmental  committee  was  formed  at 
the  end  of  1943  for  this  purpose.  Thus  the  necessary  machinery  of 
government  existed,  with  the  important  exception  that  there  was  no 
cabinet  secretariat  in  Washington  to  see  whether  the  machinery  was 
working,  and  no  War  Cabinet  to  make  it  work  if  through  negligence 
or  ill  will  any  of  its  members  was  obstructing  the  fulfillment  of  its 
functions.  Lacking  these  safeguards,  the  working  of  the  machinery 
depended  on  the  foresight  and  good  will  of  each  of  the  departments 
whose  cooperation  was  necessary.  Unfortunately,  the  War  Depart- 
ment, which  was  represented  by  its  Civil  Affairs  Division,  showed 
neither  foresight  nor  good  will  in  this  enterprise.19  Month  after 
month  went  by,  and  the  Civil  Affairs  Division  refused  to  cooperate 

17  There  have  been  similar  misunderstandings  regarding  the  Council  of  the 
Organization  for  European  Economic  Cooperation. 

18  Mosely,  op.cit.,  in  Foreign  Affairs,  July   1950,  p.  386. 

19  Mosely,  op.cit.,  Foreign  Affairs.  July  1950,  pp.  583-96.  This  article  is 
indispensable  to  students  of  recent  international  affairs. 
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with  the  State  Department,  blocked  the  transmission  of  instructions 
to  Ambassador  Winant,  and  brought  the  work  of  the  EAC  to  a  stand- 
still for  some  time. 

During  this  period  I  kept  in  touch  with  British  officials  who  were 
working  on  the  economic  aspects  of  postwar  German  questions,  and 
on  several  occasions  I  discussed  with  the  Ambassador  the  need  of 
informal  economic  discussions  on  Germany  with  the  British  and  if 
possible  the  Russians,  particularly  on  reparations.  On  one  occa- 
sion I  explained  at  length  to  the  Ambassador  the  work  that  had  been 
done  in  Whitehall  on  reparations  and  pointed  out  that  as  yet  nothing 
comparable  had  been  done  on  the  United  States  side.  The  Ambassador 
had  a  clear  recollection  of  the  reparations  muddle  after  the  First 
World  War ;  his  inclination  was  to  avoid  reparations  altogether  after 
the  Second.  But  he  accepted  my  argument  that  there  would  inevitably 
be  a  strong  demand  for  reparations  from  countries  pillaged  by  the 
Germans,  and  that  it  was  advisable  to  prepare  and  present  reasonable 
reparations  plans  to  forestall  the  unreasonable  and  impracticable 
schemes  which  the  spokesmen  for  the  devastated  countries,  particu- 
larly Russia,  might  advocate. 

Unfortunately,  the  obstruction  that  came  from  the  War  Department 
blocked  the  political  decisions  on  which  the  economic  decisions  had 
to  be  based.  The  future  historian  will  look  back  in  wonder  on  those 
times  during  which  an  outstanding  American  representative  was  ap- 
pointed to  an  important  post  abroad  on  a  commission  which  the 
United  States  had  taken  a  leading  part  in  establishing,  and  was  left 
stranded  without  instructions  on  the  policy  that  he  should  follow, 
without  freedom  to  propose  a  policy  of  his  own,  and  without  a  man- 
date to  comment  on  the  policies  proposed  by  other  member  countries. 
The  War  Department  officials  were  able  to  veto  all  the  proposals 
formulated  in  the  State  Department. 

In  the  first  half  of  1944  the  division  of  Germany  into  zones  of  occu- 
pation was  one  of  the  chief  tasks  of  the  EAC.  Economic  planning 
could  not  go  far  until  this  task  had  been  completed.  But  behind  it  lay 
fundamental  decisions  of  principle. 

In  most  of  the  literature  on  the  subject,  the  principle  of  occupation 
by  zones  has  been  taken  for  granted,  and  no  attention  has  been  given 
to  alternative  forms  of  occupation.  Actually,  however,  there  were 
other  possibilities,  and  the  Foreign  Office  suggested  a  single  Inter- 
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Allied  occupation  of  the  whole  of  Germany.  Professor  Mosely  points 
out  that,  "The  State  Department  planning  group  gave  it  serious  con- 
sideration but  felt  that  it  could  not  support  it  in  opposition  to  the 
unanimous  military  opinion."20  The  proposal  also  ran  counter  to 
Russian  ideas.  But  its  rejection  left  many  questions  open.  If  there 
were  to  be  separate  zones,  and  if  there  were  to  be  as  many  administra- 
tive systems  as  there  were  zones,  Allied  policies  would  have  to  be 
unified  through  an  Allied  control  body  or  each  zone  would  be  left  to 
go  its  own  way. 

Again,  if  language,  administrative  systems,  and  the  philosophy  of 
law  and  of  government  in  the  Soviet  Union  were  so  unlike  those  in 
the  Western  countries  that  a  unified  occupation  of  the  whole  of  Ger- 
many was  impracticable,  it  did  not  follow  that  unification  of  the 
Western  Zones  was  out  of  the  question.  The  unification  of  the  armies 
of  the  United  States  and  the  British  Empire  had  been  successfully 
achieved  in  Italy  and  was  to  be  maintained  in  the  invasion  of  North- 
west Europe.  There  was  a  strong  case  for  continuing  into  the  postwar 
occupation  of  Germany  the  magnificent  Anglo-American  cooperation 
which  was  soon  to  carry  the  Allied  armies  to  the  borders  of  Germany. 
In  January  1944  General  Eisenhower  saw  President  Roosevelt  and 
expressed  "objection  to  dividing  Germany  into  national  sectors."  He 
admitted  "the  difficulties  of  true  joint  occupation  but  argued  that  the 
U.S.  .  .  .  should  insist  on  that  plan  as  the  only  practicable  one."21 
Mr.  Hull,  who  was  Secretary  of  State  at  the  time,  and  Captain 
Butcher  have  shown  that  General  Eisenhower  was  "deeply  convinced" 
and  urged  strongly  in  April  1944  that  "the  British  and  American 
zones  should  be  combined  in  one  Anglo-American  zone  of  occupa- 
tion." He  pointed  out  that  "to  set  up  each  zone  with  its  own  trans- 
portation and  supply  programs  in  separate  American  and  British 
zones  would  be  very  confusing  administratively."22 

Here  again  the  War  Department  view  dominated  the  foreign  policy 
of  the  United  States.  It  was  influenced  by  a  number  of  factors.  There 
seems  to  have  been  an  underlying  bureaucratic  assumption  that  re- 
sponsibility must  be  undivided  and  that  if  the  army  were  to  be  re- 

20  Mosely,  op.cit.,  Foreign  Affairs,  July  1950,  p.  589. 

21  Dwight  D.  Eisenhower,  Crusade  in  Europe  (New  York,  Doubleday), 
1948,  p.  218. 

22  The  Memoirs  of  Cordell  Hull,  op.cit.,  11,  p.  1613.  See  also  H.  Butcher, 
My  Three  Years  with  Eisenhower,  p.  545. 


RECONSTRUCTION  OR  REVENGE?  2^5 

sponsible  wholly  or  partially  for  the  occupation  of  Germany  it  must 
be  in  complete  control,  in  an  administrative  as  well  as  in  a  military 
sense,  of  the  area  which  it  occupied.  It  must  be  remembered  also  that 
the  desire  for  the  closest  working  cooperation  or  integration  with 
Allies  was  probably  not  widespread  in  the  armed  forces  but  rather 
resulted  from  the  clear  insight  and  the  incisive  leadership  of  General 
Marshall,  General  Eisenhower,  and  a  small  number  of  other  far- 
sighted  leaders.  The  traditional  sentiment  may  well  have  remained 
close  to  the  older  and  now  obsolete  view  of  General  Pershing.  But 
apart  from  these  influences  some  circles  in  the  Pentagon  had  theories 
of  their  own  on  foreign  policy.  It  seems  likely  that  Ha  jo  Holborn 
gives  a  fairly  accurate  representation  of  the  predominant  views  in  the 
War  Department  at  that  time.  Mr.  Holborn,  though  "not  representing 
the  views  of  any  government  agency"  in  his  book,  "was  favored  by 
holding  a  front  seat"  in  the  War  Department  during  the  formation  of 
the  U.S.  military  government  organization.  He  says: 

".  .  .  inevitable  as  combined  Anglo-American  operations  were  in 
the  combat  phase,  the  continuation  of  this  arrangement  would  have 
severely  limited  the  freedom  of  American  policy  in  Germany  and 
Europe.  From  the  American  point  of  view  cooperation  with  Soviet 
Russia  was  as  important  as  association  with  Britain.  In  certain  re- 
spects the  United  States  had  to  pay  even  greater  attention  to  Russia. 
Allied  military  government  of  Germany  was  to  become  the  first  prac- 
tical test  of  the  ability  of  the  United  States  and  the  Soviet  Union  to 
work  together  intimately  in  the  practical  solution  of  an  intimate  task 
of  the  first  magnitude.  To  the  Russians  the  future  of  Germany  ap- 
peared as  the  foremost  problem  of  their  national  security.  Russia's 
attitude  to  American  policies  in  the  Far  East  and  to  American-Soviet 
cooperation  in  the  development  of  a  world-wide  security  organization 
was  bound  to  be  profoundly  affected  by  the  relations  which  Russian 
and  American  administrations  would  be  able  to  establish  in  discharg- 
ing a  common  mission.  It  was  also  to  be  expected  that  British  and 
Russian  policies  would  not  be  easily  harmonized  and  that  American 
policy  would  be  unable  to  mediate  between  the  two  powers  if  Ameri- 
can military  government  was  not  separated  from  that  of  the  British 
.  .  .  the  creation  of  national  zones  in  Germany  was  inevitable."23 

23  Hajo    Holborn,     American    Military     Government     (Washington,     Infantry 
Journal  Press),   1947,  pp.  23-24. 


236  GERMANY 

This  is  determinism  with  a  vengeance!  But  such  use  of  the  term 
"inevitable"  will  hardly  carry  conviction.  Neither  combined  Anglo- 
American  operations  during  the  war  nor  separate  Anglo-American 
operations  after  it  were  inevitable  in  the  sense  that,  no  matter  who 
controlled  policy  or  who  directed  operations,  the  same  decisions  would 
have  been  made.  In  the  First  World  War  there  were  no  combined 
Anglo-American  operations  and  not  even  combined  Anglo-French 
operations  until  late  in  the  war,  although  the  need  for  them  was  just 
as  urgent  then  as  at  any  time.  In  the  Second  World  War  there  were 
many  obstacles  to  combined  operations  not  only  among  the  Allies  but 
also  among  the  different  United  States  armed  services,  and  this  dis- 
unity sometimes  hindered  operations  in  the  Pacific  and  in  Southeast 
Asia.  Combined  operations  were  nowhere  inevitable  and  were  achieved 
in  the  offensive  Allied  war  operations  in  Europe  only  because  far- 
sighted  American  and  British  military  and  civilian  leaders  set  their 
wills  against  the  forces  of  disunity.  General  Marshall  and  General 
Eisenhower  had  long  studied  the  subject,  even  before  the  war,  and 
had  made  up  their  minds  that  General  Pershing's  cardinal  policy  of 
separate  command  must  be  discarded.  Their  strength  of  character  and 
understanding  and  the  support  of  the  great  wartime  President  decided 
the  issue  on  the  American  side.  If  others  had  occupied  their  places  the 
outcome  might  have  been  very  different.  Nor  was  the  dissolution  of 
combined  operations  inevitable  after  the  surrender.  It  was  partly  the 
result  of  the  ideas  and  surmises  of  a  group  of  men  in  the  Pentagon. 
It  was  partly  the  result  of  the  special  political  structure  and  traditions 
of  the  United  States  government,  under  which  in  wartime  the  military 
power  and  influence  become  much  stronger  in  the  counsels  of  govern- 
ment than  they  do  in  Great  Britain  or  indeed  in  any  country  of  the 
British  Commonwealth. 

The  theories  of  external  policy  partly  stated  and  partly  implied  in 
the  passage  from  Mr.  Holborn's  study,  and  which  were  tenaciously 
held  in  War  Department  circles,  notably  in  the  Civil  Affairs  Division, 
rested  on  the  foundation  that  agreement  with  the  Soviet  Union  was 
more  important  than  agreement  with  the  United  Kingdom  and  the 
British  Commonwealth,  and  that  where  there  were  differences  be- 
tween the  Russians  and  the  British  Washington  should  play  the  role 
of  intermediary  between  London  and  Moscow  and  would  be  able  to 
negotiate  a  middle  position  that  would  be  acceptable  to  American  as 
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well  as  to  British  and  Russian  views.  This  theory  was  sometimes  put 
forward  outside  the  War  Department.  Occasionally  it  was  advocated 
in  political,  though  never  in  government  circles  in  London,  that 
Britain  should  play  the  role  of  intermediary  between  Moscow  and 
Washington !  I  have  a  clear  recollection  of  Senator  Pepper  of  Florida, 
visiting  London  on  a  return  journey  from  Moscow,  and  expressing 
scorn  at  the  prediction,  which  he  said  he  had  heard  from  an  English- 
man, that  Britain  would  be  a  go-between  in  disputes  between  the 
U.S.  and  the  U.S.S.R.  Not  content  with  justifiably  criticizing  that 
prediction,  he  followed  it  with  the  opposite  prediction  that  the  United 
States  would  be  the  go-between  among  the  three  countries ! 

The  attitude  regarding  the  Soviet  Union  described  by  Mr.  Holborn 
appears  to  have  been  held  for  a  time  not  only  in  certain  army  circles  in 
Washington  but  later  by  James  Byrnes,  who,  when  he  became  Secre- 
tary of  State  in  1945,  seems  to  have  started  with  a  confident  deter- 
mination to  reach  agreement  with  the  Soviet  Union,  and  might  have 
been  prepared,  as  some  War  Department  circles  were  prepared,  to 
place  British  interests  below  Russian  interests,  if  by  so  doing  a  "deal" 
could  be  made  with  the  Soviet  Union.  It  was,  however,  a  singularly 
naive  attitude  that  showed  inexperience  in  the  ways  of  the  Soviet 
Union.  Russian  favors  were  not  to  be  won  by  sacrificing  British  in- 
terests unless  the  United  States  was  ready  to  sacrifice  its  own  interests 
as  well — to  say  nothing  of  the  shabbiness  of  ranking  the  Ally  who 
made  war  voluntarily  against  aggression  and  held  the  fort  alone  in 
the  decisive  hour  below  the  Ally  who  was  forced  into  the  war  after 
having  made  terms  with  the  enemy  to  share  the  spoils  of  aggression. 
International  harmony  cannot  be  achieved  by  bribing  an  obstreperous 
nation  with  concessions  made  at  the  expense  of  an  orderly  nation. 
The  philosophy  and  practice  of  the  governing  minority  in  the  Soviet 
Union  were  indeed  remote  from  those  either  of  the  United  Kingdom 
or  the  United  States — so  remote  that  the  differences  between  the 
English-speaking  peoples,  real  though  they  were,  appeared  small  by 
comparison.  What  reason  was  there  for  believing  that  the  Soviet 
Union  would  cooperate  with  the  one  while  refusing  to  cooperate  with 
the  other?  Our  experience  in  London  seemed  to  me  to  support  the 
view  that  if  the  Soviet  Union  intended  to  cooperate  with  the  West  it 
would  cooperate  with  both  the  United  States  and  the  United  King- 
dom, and  if  it  intended  to  pursue  a  hostile  and  obstructionist  line  it 
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would  do  so  against  both  the  United  States  and  the  United  Kingdom. 
This  and  not  any  preference  for  one  foreign  country  over  another 
was  the  decisive  issue. 

It  follows,  also,  that  the  contention  in  some  Washington  circles 
that  the  willingness  of  the  Soviet  Union  to  cooperate  generally  in 
international  affairs  would  be  "profoundly  affected"  by  Russian- 
American  relations  in  the  military  government  of  Germany,  probably 
reverses  the  true  sequence  of  events.  An  illustration  cited  by  General 
Eisenhower  could  be  supported  by  other  experience  with  the  Soviet 
Union.  After  describing  a  period  when  social  visits  were  exchanged 
successfully  between  Americans  and  Russians  in  Berlin,  General 
Eisenhower  continues : 

"We  learned  another  lesson  when  at  the  Council  of  Foreign  Minis- 
ters in  London  sharp  official  differences  repeatedly  developed  between 
Secretary  Byrnes  and  Mr.  Molotov.  Instantly  a  strained  and  stiff 
attitude  became  apparent  among  the  Russians  in  Berlin.  Red  Army 
officers  who  had  already  accepted  dinner  invitations  from  Americans 
either  sent  their  regrets  or  failed  to  keep  the  engagement.  Formerly 
pleasant  faces  clouded  up ;  it  seemed  that  no  Russian  was  any  longer 
allowed  to  smile  at  or  talk  pleasantly  with,  an  American."24 

Later  this  attitude  suddenly  changed  again.  The  conclusion,  which 
is  supported  by  experience  in  London,  is  that  Soviet  representatives 
in  the  field  follow  and  do  not  lead  the  policy  of  the  Kremlin.  If  they 
had  been  left  to  themselves  or  given  sufficient  leeway  there  is  little 
doubt  that  most  of  them  would  have  cooperated  with  the  representa- 
tives of  the  U.S.  and  U.K.  Everything  depended  on  what  was  in  the 
minds  of  the  members  of  the  Politbureau. 

The  basic  decision  in  determining  Germany's  future  was  not  the 
later  decision  to  dissolve  SHAEF  but  the  initial  decision  to  support 
the  division  of  Germany  into  separate  national  zones,  not  only  for 
stationing  the  Allied  occupying  troops,  but  also  for  economic  and 
political  administrative  purposes.  Once  this  decision  had  been  taken, 
General  Eisenhower  had  an  uphill  task  in  arguing  against  the  dissolu- 
tion of  SHAEF  after  hostilities  ceased.  Not  only  in  the  War  Depart- 
ment but  in  other  parts  of  the  government  there  were  many  who  held 
that  since  agreement  had  been  reached  on  occupation  according  to 
zones,  the  occupation  would  start  badly  if  its  first  step  were  to  be  the 

2*  Eisenhower,   op.cit.,  pp.   445-46. 
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creation  of  a  common  U.S. -U.K.  zone  which  would  appear  to  the 
Russians  to  be  a  "gang-up"  against  them. 

It  has  been  necessary  to  analyze  these  issues  at  this  point  in  order 
to  make  clear  that  the  pattern  of  occupation  was  set  irrevocably  by  the 
beginning  of  1944  in  a  way  which  presented  formidable  obstacles  to 
economic  planning  and  to  economic  reconstruction.  In  international 
affairs  the  early  decisions  in  a  long  chain  of  operations  are  often  the 
most  difficult  to  analyze  in  retrospect,  and  there  is  still  some  detailed 
research  waiting  to  be  done  by  future  historians  on  the  origins  of  the 
zonal  system.25  Behind  this  lay  an  even  earlier  decision,  whether  taken 
consciously  or  adopted  with  little  argument,  that  there  should  be  an 
occupation  for  a  considerable  period.  It  would  have  been  possible  to 
make  a  case  against  it  that  would  have  deserved  careful  examination. 

In  the  spring  of  1944  some  headway  was  made  in  the  political  work 
of  the  European  Advisory  Commission  through  direct  communica- 
tion with  President  Roosevelt  by  the  Ambassador  and  his  political 
adviser,  Professor  Mosely.  But  it  was  difficult  to  make  headway  on 
economic  matters.  Meanwhile,  I  arranged  with  the  Ambassador  to 
prepare  a  series  of  messages  to  Washington  on  the  machinery  which 
had  been  set  up  and  the  ideas  which  were  developing  in  Whitehall  on 
reparation  and  economic  security.  He  hoped  that  these  periodical 
statements  of  what  was  being  done  in  London  would  serve  to  remind 
the  State  Department  of  what  would  have  to  be  done  in  Washington. 
I  had  suggested,  and  he  had  heartily  agreed,  that  informal  discussions 
between  British  and  American  experts,  similar  to  the  Article  VII 
discussions,  should  be  held  on  reparation  and  economic  security. 
Foreign  Office  officials  agreed  with  this  view  and  from  then  until  the 
spring  of  1945  I  maintained  regular  discussions  with  them  on  the 
prospects.  In  Washington  at  the  end  of  1943  I  had  raised  the  question 
with  State  Department  officials  who  shared  an  interest  in  German 
economic  questions,  but  at  that  time  insufficient  progress  seemed  to 
have  been  made  in  Washington  to  justify  the  dispatch  of  a  team  to 
exchange  views  with  British  officials.28 

In  the  first  half  of  1944  marked  advances  were  made  in  the  State 
Department  in  planning  for  postwar  Germany.  A  committee  composed 
of  representatives  from  all  the  appropriate  divisions  within  the  depart- 

25  It  is  of  little  use  to  characterize  a  decision  as  a  major  error  without  sug- 
gesting an  alternative  approach,  and  in  another  chapter  I  have  outlined  an  ap- 
proach which  seems  to  me  to  have  been  feasible.  See  pp.  196-99. 

26  On  the  political  side  much  more  had  already  been  done. 
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ment  examined  the  principles  of  postwar  policy  toward  Germany  and 
produced  a  document  on  the  treatment  of  Germany  which,  in  a  care- 
fully reasoned  argument,  opposed  the  forcible  dismemberment  of 
Germany,  recommended  decentralization  of  the  future  structure  of 
German  government  where  practicable,  demilitarization,  punishment 
of  war  criminals,  control  of  education,  and  moderate  reparations  to 
the  United  Kingdom,  the  Soviet  Union  and  some  of  the  other  allies. 
It  stressed  the  importance  of  negotiating  uniform  policies  with  the 
other  occupying  countries  to  govern  all  the  zones  of  occupation  alike. 

Unfortunately  this  represented  only  the  policy  of  the  State  Depart- 
ment and  not  that  of  the  United  States  government. 

In  addition  to  this  memorandum  on  general  policy  toward  postwar 
Germany,  a  document  on  reparation  policy  was  prepared  in  the  State 
Department  and  subsequently  discussed  by  the  Executive  Committee 
on  Economic  Foreign  Policy  on  which  other  departments  were  repre- 
sented. It  was  a  moderate  and  reasonable  statement  which  was  influ- 
enced by  the  ideas  of  Whitehall  but  which  rejected  Whitehall's 
suggestion  that  "contributions  to  peace  keeping"  should  be  paid  by 
Germany  after  reparation  had  ended,  to  offset  the  economic  advantage 
she  would  enjoy  in  being  relieved  of  the  cost  of  armaments.  It  pro- 
vided for  moderate  reparation  in  kind,  limited  to  a  short  period.  In 
view  of  the  attitude  of  the  Foreign  Economic  Administration  at  a 
later  stage  it  should  be  noticed  that  at  this  stage  their  representatives 
not  only  held  moderate  views,  uninfluenced  by  the  sentiment  of  re- 
venge, but  took  the  lead  in  opposing  some  of  the  quite  moderate  sug- 
gestions of  Whitehall  as  being  too  severe. 

Thus  the  State  Department  under  Secretary  Hull  made  a  genuine 
attempt  to  prepare  the  outlines  of  a  reasonable  policy  for  postwar 
Germany.  Whatever  shortcomings  it  may  have  had,  it  stands  in  retro- 
spect as  the  only  department  or  agency  in  Washington  of  which  this 
can  be  said.  If  the  position  which  it  had  reached  by  the  middle  of  1944 
had  been  approved  by  the  White  House  and  accepted  as  the  founda- 
tion for  a  more  detailed  structure  of  postwar  planning  for  Germany 
to  follow,  the  history  of  the  early  occupation  of  Germany  would  have 
taken  a  very  different  course  from  that  into  which  it  was  precipitated 
by  other  hands  after  July  1944. 

Meanwhile,  Ambassador  Winant,  lacking  the  sort  of  mandate 
which  the  State  Department  documents,  if  they  had  been  United 
States  government  statements  of  policy,  would  have  given  him  in 
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his  work  on  the  European  Advisory  Commission,  made  marked 
progress  in  the  work  of  delineating  the  zones  and  the  Berlin  sectors, 
and  by  August  he  set  himself  to  assess  the  position  and  prospects  of 
postwar  planning  on  Germany.  This  gave  me  an  opportunity  to  bring 
before  him  again  in  detail  the  urgency  of  the  need  for  early  informal 
discussions  with  Britain  and  the  Soviet  Union,  or  at  least  Britain,  on 
the  vital  questions  of  reparation  and  economic  security  which  would 
be  likely  to  dominate  the  economic  aspects  of  postwar  policy  toward 
Germany.27  Professor  Mosely  has  recently  summarized  the  message 
sent  by  the  Ambassador  embodying  his  comprehensive  estimate  of  the 
situation : 

"In  mid- August,  in  a  telegram  of  some  seven  thousand  words,  Mr. 
Winant  set  before  the  President  the  position  which  had  been  reached 
in  attempts  to  settle  policy  toward  Germany.  He  pointed  out  that  the 
EAC  had  reached  agreement  on  the  terms  of  German  unconditional 
surrender,  that  it  could  complete  the  agreement  on  zones  as  soon  as 
the  assignment  of  the  two  Western  zones  was  decided,  and  that  there 
was  good  prospect  that  it  could  shortly  complete  an  agreement  con- 
cerning the  future  machinery  of  Allied  control.  These  three  agree- 
ments, he  emphasized,  would  provide  the  machinery  for  dealing  with 
Germany  but  would  not  supply  the  content  of  future  policy  towards 
Germany.  He  urged  that  every  effort  be  made  on  the  American  side 
to  go  forward  to  negotiate  the  widest  possible  measure  of  agreed 
policies  to  be  enforced  jointly  by  the  future  occupying  Powers.  It  was 
not  enough  to  set  up  the  machinery  of  joint  Allied  administration; 
every  effort  should  be  made  to  work  out  agreed  Allied  policies  which 
this  machinery  should  carry  into  effect. 

"Mr.  Winant  went  on  to  point  out  that  the  Russian  need  for  mate- 
rial aid  in  repairing  the  vast  destruction  in  the  Soviet  Union  was 
bound  to  make  the  Soviet  government  particularly  eager  to  receive 
reparations  deliveries  from  Germany  on  a  large  scale.  Since  the  major 
part  of  German  industry  was  located  in  the  western  zones,  the  Allies 
must  try  to  work  out,  in  advance,  a  reparations  policy  which  would  sat- 
isfy a  part  of  the  Soviet  demands  without  involving  an  undue  burden 
for  the  United  States.  He  urged  that  Washington  hasten  the  formula- 

27  Ambassador  Winant' s  chief  adviser  on  EAC  matters  was  Dr.  Philip  E. 
Mosely  (now  professor  of  international  relations  at  Columbia  University). 
My  role  was  a  limited  one  since  obstacles  in  Washington  prevented  the  EAC 
from  taking  up  the  central  economic  questions  of  reparation  and  economic 
security  which  I  followed  in  the  embassy  and  on  which  I  kept  in  touch  with  the 
development  of  Whitehall's  views. 
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tion  of  a  reparations  policy  and  then  bend  every  effort  toward 
reaching  the  earliest  possible  agreement  with  its  Allies  while  the  war 
was  still  in  progress.  He  warned  that  it  would  be  almost  impossible 
to  achieve  such  an  agreement  after  the  close  of  hostilities  and  that  if 
no  agreement  had  been  reached  on  reparation  the  proposed  system  for 
the  joint  control  in  Germany  would  break  down.  Rivalry  for  control 
over  Germany,  he  said,  would  rapidly  follow.  He  urged  that  the 
United  States  consider  ways  of  helping  the  recovery  of  the  Soviet 
economy,  such  assistance  to  be  linked  to  the  achievement  of  a  satis- 
factory settlement  of  the  problem  of  German  reparations  and  of  the 
most  important  political  issues  between  the  two  governments." 

Thus  the  State  Department  papers  approved  in  July  by  Secretary 
Hull  and  Winant's  statesmanlike  review  and  recommendations  in  the 
middle  of  August  had  laid  down  in  the  face  of  many  obstacles  an  en- 
lightened approach  to  postwar  Germany  which,  if  adopted,  would 
have  raised  the  credit  of  the  United  States  in  the  world  and  helped 
to  start  all  Europe  on  the  road  to  early  economic  recovery. 

Meantime,  in  Great  Britain  the  "German  country  unit"  of  SHAEF, 
unable  to  obtain  guidance  from  Washington  and  Downing  Street  in 
the  preparations  which  it  was  charged  to  make  for  the  duties  of  Allied 
Government  in  Germany  after  the  end  of  hostilities,  showed  unusual 
initiative  in  going  ahead  with  its  plans  as  best  it  could,  following  con- 
structive principles  similar  to  those  independently  drawn  up  in  the 
statement  of  the  State  Department  on  the  treatment  of  Germany,28 
but  in  addition  providing  a  plan  for  the  administration  of  Germany 
and  an  operational  handbook.  The  American  and  British  officers, 
most  of  them  drawn  from  civilian  life  and  many  of  them  with  experi- 
ence in  German  matters,  worked  with  vigor  and  enthusiasm  and 
would  have  formed  a  most  valuable  nucleus  for  military  government 
in  civilian  matters.29  Thus,  in  the  military  as  in  the  civilian  field,  a 
promising  start  on  sound  lines  was  made. 

However,  it  was  just  at  this  time,  when  enlightened  counsels  had 
been  given  and  the  correct  course  to  follow  had  been  clearly  charted, 
that  a  catastrophe  occurred  which  upset  all  previous  calculations, 
undid  the  preparatory  work,  aroused  bitter  and  prolonged  contro- 
versy, and  set  back  the  prospects  of  future  European  reconstruction. 

28  See  pp.  239-40. 

29  See  especially  Dale  Clark,  "Conflicts  over  Planning-  at  Staff  Headquarters," 
in  Carl  J.  Friedrich  and  Associates,  American  Experiences  in  Military  Govern- 
ment in  World  War  II,  pp.  211-37. 
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Disaster  to  Economic  Planning 
on  Germany 


I 


n  August  1944  Mr.  Morgenthau  arrived  in  London 
accompanied  by  Dr.  Harry  White.  His  first  business 
had  to  do  with  finances  and  currency  in  areas  liberated  and  areas 
about  to  be  liberated.  He  had  made  journeys  with  this  object 
before — it  was  on  one  of  them  that  Dr.  White  and  Mr.  Keynes,  on 
Ambassador  Winant's  initiative,  had  held  their  first  meeting  on  the 
international  monetary  plans. 

Earlier  in  the  war  and  even  before  the  United  States  entered  it, 
Mr.  Morgenthau  had  visited  Britain  more  than  once.  His  business 
had  ranged  from  airplane  engines  to  currency  preparations  for  the 
invasion  in  North  Africa.  The  Secretary  of  State  at  the  time,  Cordell 
Hull,  had  complained  of  Mr.  Morgenthau's  incursions  into  State 
Department  fields.  It  is  true  that  Mr.  Morgenthau  ranged  far  beyond 
the  legitimate  domains  of  the  Treasury.  But  some  of  his  efforts  in 
fields  that,  in  a  departmental  sense,  were  none  of  his  business,  had 
been  inspired  by  disinterested  zeal  in  a  good  cause,  had  shown  fore- 
sight and  accurate  judgment,  and  had  borne  good  fruit.  This  applies 
to  his  work  on  airplane  output  and  airplane  engines.  On  other  matters 
in  which  his  department  had  a  legitimate  but  not  exclusive  concern 
he  had  shown  more  vigor,  more  imaginative  insight,  and  more  en- 
lightened generosity  toward  gallant  Allies  than  some  of  his  colleagues 
in  the  administration. 

Thus  the  condemnation  of  some  of  Mr.  Morgenthau's  subsequent 
activities  which  is  expressed  in  the  following  pages  arises  not  from 
personal  prejudice  or  lack  of  appreciation  of  the  many  valuable  serv- 
ices which  he  rendered  in  the  Allied  cause.  On  the  contrary,  I  can 
regard  it  only  as  a  tragedy  that  one  who  did  so  much  on  so  many 
issues  on  the  side  of  the  children  of  light  should  have  injured  his 
record  by  siding  with  the  children  of  darkness  on  another  great  issue 
directly  affecting  the  lives  and  well-being  of  millions  of  people.  The 
recording  angel  will  have  difficulties  with  Mr.  Morgenthau's  record. 
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When  his  earlier  business  was  completed,  Mr.  Morgenthau  invited 
Ambassador  Winant  to  the  country  house  in  Wiltshire  where  he  was 
staying  during  his  visit  to  Great  Britain.  He  suggested  that  the  Am- 
bassador should  bring  with  him  his  advisers  on  German  questions. 
The  Ambassador  requested  me  to  accompany  him,  along  with 
Dr.  Philip  Mosely,  his  trusted  political  adviser  on  European  Advisory 
Commission  matters,  and  Walter  Radius  of  the  State  Department, 
an  expert  on  questions  of  transport  and  communication.  On  a 
bright  Sunday  in  August  during  the  period  of  flying  bombs  over 
London  we  drove  through  the  countryside  beyond  Andover  to  a 
country  house  with  large  grounds.  Mr.  Morgenthau  was  awaiting  us 
with  Dr.  Harry  White  and  a  number  of  Treasury  staff  members,  in- 
cluding one  who  had  been  attached  to  the  Army  planning  group  in 
London. 

Soon  after  our  arrival  we  sat  down  to  luncheon,  and  a  few  minutes 
later  Mr.  Morgenthau  called  on  me  to  begin  the  discussion  with  an 
account  of  British  views  on  the  treatment  of  Germany  after  the  war. 
I  had  no  inkling  of  his  views  then  or  throughout  the  luncheon — nor, 
as  far  as  I  am  aware,  had  any  of  my  colleagues.  Knowing  the  catho- 
licity of  his  interests  and  his  inclination  to  extend  his  operations  as 
far  as  possible  over  the  field  of  his  interests,  I  took  it  for  granted 
that,  having  contributed  greatly  to  the  advanced  stage  reached  in 
preparations  for  the  establishment  of  the  International  Monetary 
Fund  and  the  International  Bank,  he  was  looking  for  additional  fields 
of  postwar  economic  reconstruction  to  conquer.  In  view  of  the  anxiety 
which  I  had  felt  and  had  expressed  to  the  Ambassador  concerning  the 
slowness  of  ministers  in  London  and  Washington  to  give  concerted 
attention  to  the  economic  policy  to  be  followed  toward  Germany  after 
the  war,  this  at  first  gave  me  more  hope  than  alarm.  Some  of  us  dis- 
agreed with  Mr.  Morgenthau  and  Dr.  White  on  particular  points 
regarding  the  Fund  and  the  Bank,  but  all  of  us  were  bound  to  ac- 
knowledge that  their  great  energy,  taken  in  conjunction  with  that  of 
Mr.  Keynes,  was  the  most  important  single  reason  for  the  progress 
already  made.  It  would  be  all  to  the  good  if  similar,  though  at  times 
more  tactful  energy  were  put  into  the  formation  of  a  sound  postwar 
economic  policy  towards  Germany. 

My  account  of  the  development  of  Whitehall's  views  on  the  eco- 
nomic aspects  of  postwar  Germany  followed  the  lines  already  de- 
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scribed,1  though  in  much  more  detail.  A  question  put  by  Mr.  Morgen- 
thau  at  the  end  had  significance  that  was  not  apparent  to  me  at  the 
time.  He  asked  whether  in  my  opinion  the  British  were  likely,  in  spite 
of  the  horrors  of  the  war,  to  forget  and  forgive  speedily  after  it  was 
over.  I  expressed  the  opinion  that  the  British  were  not  a  vengeful 
people.  After  further  questions  and  a  purely  descriptive  summing  up 
by  Dr.  Harry  White,  the  party  broke  up  with  the  understanding  that 
it  would  reunite  at  three  o'clock. 

During  the  adjournment,  Dr.  Mosely  and  I  held  a  discussion  in 
the  grounds  with  Dr.  Harry  White  on  the  documents  prepared  in 
Washington  regarding  the  treatment  of  Germany  and  reparation  and 
economic  security.2  Mr.  Morgenthau  apparently  knew  nothing  of 
them.  When  Dr.  Mosely  asked  Dr.  White  whether  he  had  read  them, 
the  latter  replied  that  he  had  not  but  that  he  believed  that  copies  had 
been  placed  among  his  papers  just  before  he  left  Washington.  He 
went  back  to  the  house  and  after  a  search  returned  with  the  docu- 
ments. Mosely  expounded  the  papers  in  detail.  White  made  no  adverse 
comment  at  any  point  and  maintained  a  most  agreeable  attitude 
throughout  our  talk.  There  was  nothing  to  indicate  that  up  to  this 
time  he  had  studied  the  subject  or  formulated  even  the  bare  outlines 
of  any  "plan"  on  it. 

In  the  afternoon  the  group  reassembled,  and  we  listened  to  the  first 
exposition  of  the  Morgenthau  "plan."  The  discussion  took  place  in 
bright  August  sunshine,  on  the  wide  lawn  which  surrounded  the 
house.  As  we  lounged  on  the  grass  Mr.  Morgenthau  in  brief,  simple 
terms  expounded  his  views  on  what  to  do  with  Germany.  In  substance 
they  were  as  follows :  He  feared  that  both  the  British  and  many 
Americans  favored  a  "soft  peace."  This  attitude  had  in  the  past  led 
to  the  Second  World  War  and  would  lead  to  a  third  if  it  were  accepted 
again.  The  only  way  to  prevent  a  third  war  was  to  make  it  impossible 
for  Germany  ever  to  wage  war  again.  This  could  be  done  only  by 
destroying  her  economic  as  well  as  her  military  capacity  to  wage  a 
modern  war.  He  did  not  believe  that  after  10  or  20  years  the  peoples 
in  the  Allied  countries  would  remain  willing  to  use  force  to  prevent 
Germany  from  building  another  war  machine.  The  only  hope  was  to 
cripple  Germany  economically  and  deprive  her  for  as  long  as  possible 
of  the  power  to  take  aggressive  action  again. 

1  See  above,  pp.  218-24.  2  See  above,  pp.  239-40. 
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The  way  to  accomplish  this  was  to  destroy  German  industries 
and  convert  Germany  into  a  pastoral  country.  As  long  as  she  was 
without  an  industrial  machine  Germany  could  not  wage  war.  Though 
there  was  little  likelihood  that  the  American  people  would  be  willing 
to  keep  troops  long  in  Germany  or  to  enforce  sanctions  against 
Germany  for  many  years,  the  destruction  of  German  industry  would 
cripple  for  a  long  time  Germany's  power  to  rearm. 

Chaos  in  Germany  was  inevitable  and  the  Germans  must  be  made 
to  understand  that  they  alone  were  responsible  for  it  and  that  they 
could  not  expect  any  help  whatever  from  outside  in  reconstruction. 
The  occupying  forces  were  there  to  teach  the  Germans  that  they 
were  a  defeated  and  conquered  people.  There  must  be  no  nonsense 
like  the  WPA  program  for  Germany  which  the  SHAEF  planners 
in  military  government  had  been  preparing. 

There  must  be  no  fraternization  of  American  troops  with  the 
Germans  in  any  form.  American  and  British  troops  were  generally 
inclined  to  fraternize  in  any  area  which  they  were  occupying,  and 
strict  directives  would  have  to  be  enforced  to  prevent  fraternization 
from  occurring  after  this  war. 

The  British  would  be  in  a  very  difficult  position  after  the  war. 
The  loss  of  their  foreign  investments  would  force  them  to  increase 
their  exports  greatly  if  their  standard  of  living  was  not  to  go  down 
disastrously.  The  destruction  of  German  industries  would  enable 
them  to  take  over  Germany's  former  export  markets. 

Such  was  the  substance  of  Mr.  Morgenthau's  "plan"  as  it  was 
expounded  by  Mr.  Morgenthau  and  Dr.  White.  Mr.  Morgenthau 
expressed  his  ideas  less  systematically  than  they  are  summarized 
here,  but  Dr.  White  followed  him  later  and  brought  sequence  and 
interconnection  into  them.  My  impression  at  the  time  was  that  Dr. 
White  had  given  little  serious  thought  to  the  question  before  Mr. 
Morgenthau  expressed  his  views  at  the  afternoon  meeting.  This 
would  not  have  been  surprising  in  view  of  his  immense  labors  and 
responsibilities  on  a  variety  of  questions  during  the  war. 

Whatever  might  be  thought  of  the  opinions  of  Mr.  Morgenthau, 
it  was  impossible  to  deny  the  resourcefulness  of  Dr.  White  in  master- 
ing the  main  points  of  the  interdepartmental  committee's  report  just 
before  the  meeting,  and  in  transforming  the  Secretary's  sketchy  and 
spasmodic  exposition  of  his  views  into  a  clear,  amplified,  and  well- 
organized  restatement  composed  in  fifteen  minutes  after  Mr.  Mor- 
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genthau  had  finished  speaking,  and  coming  as  nearly  as  possible  to 
clothing  a  bad  thesis  with  an  appearance  of  intellectual  respectability. 
Dr.  White's  arguments,  however,  were  effectively  challenged  by  Dr. 
Mosely  at  certain  points. 

In  the  course  of  the  discussion  the  likelihood  of  postwar  inflation 
in  Germany  was  discussed.  Mr.  Morgenthau  and  two  of  his  advisers 
held  that  since  the  Germans  were  responsible  for  bringing  on  infla- 
tion in  the  occupied  areas,  they  should  be  given  a  taste  of  their  own 
medicine  and  the  occupying  powers  should  have  no  responsibility  for 
financial  reconstruction. 

Mr.  Morgenthau  then  revealed  the  main  purpose  of  the  meeting. 
After  expressing  alarm  at  what  he  misleadingly  described  as  the 
policy  for  a  WPA  in  Germany  (which  he  alleged  that  a  SHAEF 
group  were  preparing),  he  asked  what  policy  was  being  formed  by 
the  European  Advisory  Commission. 

Ambassador  Winant  had  quickly  perceived  that  an  inter-agency 
row  was  in  the  making.  He  was  greatly  concerned  about  the  effects 
which  it  might  have  on  the  prospects  of  confirmation  by  the  White 
House  of  the  agreements  already  reached  on  the  European  Advisory 
Commission.  Knowing  that  Mr.  Morgenthau  was  frequently  with 
the  President,  he  was  anxious  to  avoid  premature  involvement  in 
a  controversial  issue  just  about  to  be  joined  and  which,  if  it  were 
not  carefully  handled  in  London  at  this  stage,  might  spill  over  into 
the  fields  of  discussion  on  which  substantial  progress  had  already 
been  made  in  the  EAC. 

The  Ambassador,  therefore,  at  the  outset  confined  himself  to  clear- 
ing up  a  misapprehension  which  Mr.  Morgenthau  was  not  alone  in 
entertaining.  The  EAC,  he  pointed  out,  was  a  body  of  representatives 
of  the  U.S.A.,  the  U.K.,  and  the  U.S.S.R.  which  had  been  set  up 
to  negotiate  tripartite  agreement  on  a  common  policy  among  its 
members  toward  surrender  terms  and  the  initial  objectives  and  or- 
ganization of  the  occupation.  The  representatives  on  EAC,  however, 
did  not  individually  formulate  the  policies  on  which  they  attempted 
to  obtain  agreement.  The  policies  were  formed  by  the  governments 
of  each  of  the  countries  which  took  part  in  the  work  of  the  organiza- 
tion, and  the  representatives  negotiated  on  the  basis  of  these  policies. 
Obviously  such  far-reaching  questions  as  those  concerning  surrender 
and  occupation  arrangements  would  not  be  left  to  three  individuals 
but  must  be  passed  on  by  the  whole  machinery  of  government  to  the 
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highest  levels.  Washington  was  clearly  the  place  in  which  to  raise 
questions  regarding  the  national  policy  to  be  adopted  by  the  United 
States. 

Clearly  the  Ambassador  was  on  firm  ground  in  taking  this  posi- 
tion, not  only  for  these  reasons  but  also  for  another  reason  of  which 
he  was  acutely  conscious  but  which  it  would  hardly  have  been  ap- 
propriate to  state.  He  was  responsible  to  and  received  his  instructions 
from  the  President  and  the  Secretary  of  State  in  matters  relating 
to  negotiations  on  policy  toward  Germany,  and  he  would  not  have 
been  acting  in  accordance  with  his  responsibilities  if  he  had  entered 
into  an  argument  in  London  with  the  Secretary  of  the  Treasury 
on  these  matters  which  were  the  subject  of  contemporary  negotia- 
tions with  the  other  countries  concerned  and  of  discussions  within 
the  administration  in  Washington. 

Nevertheless,  he  took  care  not  to  associate  himself  in  any  way  with 
Mr.  Morgenthau's  views,  and  at  one  point  he  turned  to  Mr.  Mor- 
genthau  and  Dr.  White  to  ask  them  not  to  express  to  Mr.  Eden 
certain  views  which  they  had  expressed  at  the  meeting. 

Though  we  left  no  doubt  of  our  dissent  from  the  Morgenthau 
approach,  the  surprise  and  displeasure  of  the  advisers  to  Ambassador 
Winant  could  not  be  fully  expressed  during  the  discussion  because 
of  the  difficult  position  in  which  the  Ambassador,  through  his  posi- 
tion on  the  European  Advisory  Council,  was  placed.  Moreover,  the 
nature  of  Morgenthau's  arguments  discouraged  attempts  at  serious 
analysis.  When,  after  we  returned  to  the  house,  Mr.  Morgenthau 
asserted  that  Germany  should  be  converted  into  a  purely  agricultural 
country  I  remarked  that  aside  from  other  aspects  of  the  questions 
such  a  change  was  impossible  because  of  the  ratio  of  population 
to  cultivable  land.  His  rejoinder  was  that  the  surplus  population 
should  be  dumped  into  North  Africa!  Such  a  discussion  was  not 
worth  pursuing. 

The  day  after  the  meeting  the  Ambassador  expressed  concern  to 
me  over  Morgenthau's  intervention  in  postwar  German  questions. 
On  most  matters,  he  said,  it  was  possible  to  reason  calmly  with 
Morgenthau  and  White.  But  they  were  so  deeply  aroused  over  the 
unprovoked  aggression  and  the  horrifying  crimes  of  the  Germans 
in  occupied  countries  that  they  were  not  open  to  reason  when  it 
came  to  postwar  German  questions.  In  his  opinion  a  major  conflict 
was  in  the  making  in  Washington  and  would  have  international  ef- 
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fects.  As  we  have  seen,  he  was  anxious  first  of  all  to  consolidate 
the  gains  already  made  in  negotiations  on  the  European  Advisory 
Council,  and  hoped  that  the  row  would  not  break  out  in  full  force 
until  the  White  House  had  confirmed  the  results  of  past  negotia- 
tions. He  did  not  believe  that  he  could  exert  any  useful  influence 
by  becoming  involved  at  that  stage  in  the  personal  conflicts  that  were 
about  to  begin.  This  did  not  mean  that  he  would  not  take  a  strong 
position  on  specific  issues  of  principle.  The  record  will  show  his 
stand  against  later  instructions  that  reflected  some  of  the  influences 
of  Morgenthau's  intervention  in  Washington.  But  he  saw  at  once 
that  the  outcome  lay  with  President  Roosevelt.  Intensely  admiring 
the  President  and  serving  him  with  unsparing  energy  and  devotion, 
he  yet  recognized  that  on  postwar  Germany  Roosevelt's  attitude  had 
so  far  been  doubtful.  It  was  this  which  stood  in  the  way  of  a  prompt 
overruling  of  Morgenthau  in  his  self-appointed  role  of  arbiter  on 
United  States  policy  toward  postwar  Germany.  Unfortunately,  the 
Ambassador's  role  in  the  war  effort  kept  him — except  during  oc- 
casional visits — thousands  of  miles  from  Roosevelt  during  the  war, 
while  Mr.  Morgenthau  was  a  constant  visitor  to  the  White  House. 
Indeed  it  was  not  until  the  President  was  returning  from  Yalta 
at  the  beginning  of  the  next  year  that  Winant  was  able  again  to 
speak  directly  to  him  on  Germany.8 

In  the  few  days  following  this  meeting  Mr.  Morgenthau  and  Dr. 
White  carried  their  ideas  into  British  circles,  notably  in  a  conversa- 
tion with  the  Foreign  Secretary.  From  what  I  have  been  able  to 
gather  they  modified  none  of  the  points  they  had  stated  to  us,  even 
though  Mr.  Morgenthau  had  not  contested  some  of  our  criticisms 
of  these  points.  Mr.  Hull  in  his  memoirs  has  referred  to  the  surprise 
that  Mr.  Morgenthau  expressed  later  when  Mr.  Eden,  arriving  in 
Quebec  to  be  confronted  with  a  copy  of  the  memorandum  on  the 
Morgenthau  plan  dictated  by  Mr.  Churchill  and  initialled  by  him  and 
by  the  President,  made  a  heated  protest.  Mr.  Morgenthau  said  that 
the  Foreign  Secretary  had  not  spoken  against  his  plan  when  he  had 
expounded  it  to  him  in  London. 

The  reason  why  Mr.  Eden  made  little  comment  when  Mr.  Mor- 
genthau visited  him  in  London  to  explain  his  plan  seems  simple 
enough.  Mr.  Eden  was  naturally  embarrassed  when  the  United 
States  Secretary  of  the  Treasury  approached  him,  unknown  to  the 
3  See  p.  205. 
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United  States  Secretary  of  State,  to  urge  on  him  a  violently  con- 
troversial plan  on  a  matter  which  lay  within  the  province  of  the 
Secretary  of  State  but  on  which  Mr.  Morgenthau  had  not  consulted 
any  cabinet  officer  or  member  of  the  administration  in  Washington, 
nor  even  informed  any  of  them  that  he  intended  to  approach  the 
Foreign  Secretary  on  it.  Mr.  Eden  was  aware  that  any  definite 
statement  he  made  might  be  repeated,  correctly  or  incorrectly,  in 
Washington.  On  such  major  questions  he  could  not  afford  to  enter 
into  negotiations  impromptu  and  through  unauthorized  channels. 
If  he  had  assented  to  Morgenthau's  ideas  his  remarks  would  have 
been  triumphantly  quoted  to  President  Roosevelt  or  Secretary  Hull. 
If  he  had  attacked  Morgenthau's  views  he  might  have  been  held  up 
to  denunciation  in  Washington  and  his  statements  might  have 
been  misrepresented  to  the  President  as  those  of  the  SHAEF  group 
had  been.  The  Secretary  of  the  Treasury's  questions  to  me  had  re- 
vealed suspicion  that  the  United  Kingdom  would  take  a  "soft"  atti- 
tude toward  Germany  once  the  heat  of  combat  had  passed.  Mr.  Eden, 
like  Ambassador  Winant,  was  experienced  enough  to  keep  out  of 
premature  and  futile  controversy  with  unauthorized  and  self-ap- 
pointed spokesmen  coming  out  of  Washington. 

On  returning  to  Washington,  Mr.  Morgenthau  began  his  attempt 
to  give  a  harsh  turn  to  American  policy  toward  Germany.  His  op- 
portunities of  meeting  the  President  informally  gave  him  an  ad- 
vantage over  the  principal  cabinet  officers  in  whose  department 
German  affairs  belonged  far  more  than  they  did  in  the  Treasury. 
From  the  memoirs  of  former  Secretaries  Hull,  Stimson,  and  Mor- 
genthau the  reader  can  now  follow  for  himself  in  considerable  detail 
the  developments  that  took  place  in  Washington  before  and  after 
and  during  the  Quebec  Conference.4  It  is  a  sorry  story.  As  the  ac- 
counts came  through  to  the  embassy  from  both  British  and  American 
sources  we  were  at  first  incredulous,  then  dismayed,  and  finally 
filled  with  apprehension  for  the  future. 

The  first  definite  step  at  the  top  level  in  Washington  came  with 
the  appointment  by  the  President  of  a  "Cabinet  Committee  on  Ger- 
many," consisting  of  Hull,  Stimson,  Morgenthau,  and  Hopkins. 
This  appears  to  have  originated  in  a  suggestion  to  the  President 
on  August  25  by  Secretary  Stimson,  who  was  seriously  concerned 

4  See  especially  The  Memoirs  of  Cordell  Hull;  Stimson  and  Bundy,  On  Active 
Service  in  Peace  and  War;  Sherwood,  Roosevelt  and  Hopkins. 
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over  the  lack  of  preparation  for  dealing  with  German  questions  just 
at  the  time  when  the  troops  were  entering  Germany.5 

A  preliminary  meeting  of  the  deputies  of  the  three  secretaries 
and  Mr.  Hopkins  took  place  on  September  2.  Dr.  Harry  White 
presented  a  "Morgenthau  plan"  which  included  most  of  the  points 
outlined  earlier  by  Mr.  Morgenthau  to  us  in  London,  but  added 
some  drastic  territorial  provisions  designed  not  only  to  strip  Ger- 
many of  certain  areas  on  the  west  and  east  but  also  to  dismember 
the  rest  of  Germany  into  "two  autonomous  independent  states"  and 
an  "International  Zone"  to  include  the  Ruhr  and  adjacent  industrial 
areas,  and  to  be  governed  by  the  United  Nations,  which  was  not 
then  in  existence.  No  trade  was  to  be  permitted  between  the  "Inter- 
national Zone"  and  the  two  independent  German  states!  All  of  the 
areas  would  be  stripped  of  manufacturing  industry,  and  Germany 
would  supply  compulsory  labor  in  the  devastated  countries.6  The 
policing  and  administration  of  Germany  would  be  carried  out  mainly 
by  the  continental  European  Allies,  and  U.S.  troops  would  soon  be 
withdrawn. 

To  these  provisions  the  following  was  added,  referring  to  the 
Ruhr  and  surrounding  industrial  areas : 

"This  area  should  not  only  be  stripped  of  all  presently  existing 
industries  but  so  weakened  and  controlled  that  it  cannot  in  the  fore- 
seeable future  become  an  industrial  area — all  industrial  plants  and 
equipment  not  destroyed  by  military  action  shall  either  be  completely 
dismantled  or  removed  from  the  area  or  completely  destroyed,  all 
equipment  should  be  removed  from  the  mines  and  the  mines  shall  be 
thoroughly  wrecked."7 

If  this  recommendation  of  large  scale  looting  and  destruction 
seems  incredible  to  some  readers  I  should  add  that  typewritten  copies 
of  the  statement  still  exist  in  the  State  Department  and  elsewhere. 
Although  Mr.  Hull  and  Mr.  Stimson  have  published  such  illumi- 
nating discussions  of  the  meetings  of  the  Cabinet  Committee  that  it 
is  unnecessary  to  add  much  here,  there  is  one  point  which  may 
not  have  been  as  clear  to  them  as  it  was  to  those  of  us  who  had 

5  Stimson  and  Bundy,  op.cit.,  p.  569. 

6  See  especially  The  Memoirs  of  Cordell  Hull,  11,  p.  1605. 

7  Quoted  in  ibid.,  11,  p.  1605.  The  random  variation  of  tenses  is  evidence  of  the 
hasty  way  in  which  this  "plan"  was  prepared.  According  to  an  oral  account  I  have 
heard,  the  whole  document  was  prepared  in  48  hours. 
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listened  to  Mr.  Morgenthau  in  London.  Both  the  proposal  to  loot 
the  Ruhr  and  the  proposal  that  the  Soviet  Union  and  the  continental 
European  Allies  should  police  and  administer  Germany  were  based 
partly  on  Mr.  Morgenthau's  estimate  of  the  future  attitude  of  the 
American  people.  In  talking  to  us  in  London,  the  Secretary  of  the 
Treasury  clearly  asserted  his  disbelief  in  the  willingness  of  the  Ameri- 
can people  either  to  keep  troops  in  Germany  beyond  a  very  brief 
period  or  to  cooperate  with  other  countries  to  prevent  future  ag- 
gression. It  does  not  therefore  appear  to  me  wholly  accurate  to  ascribe 
Mr.  Morgenthau's  advocacy  of  looting  and  destruction  to  the  simple 
desire  for  revenge  alone.  One  important  aim  behind  the  recom- 
mendation to  loot  and  destroy  is  missed  unless  it  is  realized  that  in 
this  way  Mr.  Morgenthau  hoped  to  delay  for  some  years  the  re- 
surgence of  and  renewed  aggression  by  Germany — an  aggression 
which  he  despaired  of  preventing  by  civilized  means. 

The  meeting  of  deputies  on  September  2  broke  up  in  complete 
disagreement  except  on  one  proposal,  that  a  State  Department  of- 
ficial should  perform  the  impossible  task  of  drawing  up  "a  further 
memorandum  attempting  to  reconcile  the  views  of  the  three  depart- 
ments, which  the  Secretaries  of  State,  Treasury,  and  War  might 
be  willing  to  sign  and  submit  to  the  President  as  their  recommenda- 
tion."8 

On  September  5,  the  Cabinet  Committee  met  but  the  principals 
were  no  more  able  to  agree  than  the  deputies  had  been.  Accounts 
of  this  meeting  have  been  published  by  both  Mr.  Hull  and  Mr.  Stim- 
son.9  They  do  not  coincide  precisely,  but  the  outlines  are  clear  enough. 
The  Morgenthau  plan  has  already  been  described.  Secretary  Hull 
presented  a  memorandum  of  which  some  account  is  given  in  both 
Hull's  and  Stimson's  memoirs.10  It  followed  some  of  the  provisions 
of  the  State  Department  document  on  the  treatment  of  Germany 
which  had  been  agreed  on  in  July,11  but  added  others  not  found  in 
that  document.  It  opposed  forcible  partition  of  Germany  and  recom- 
mended decentralization  in  the  future  structure  of  German  govern- 
ment, demilitarization  of  Germany,  punishment  of  war  criminals, 
control  of  education,  and  reparations  to  the  U.K.,  the  U.S.S.R.,  and 

8  ibid.,  11,  p.  1607. 

9  ibid.,  11,  pp.  1608-09:  Stimson  and  Bundy,  op.cit.,  pp.  569-73. 

10  The  Memoirs  of  Cordell  Hull,  op.cit.,  11,  pp.  1608-09 :  Stimson  and  Bundy, 
op.cit.,  pp.  570-71. 

11  See  pp.  239-40. 
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some  of  the  other  Allies.  Its  attitude  on  German  industry,  however, 
seems  to  have  been  ambiguous.  It  disclaimed  the  idea  of  making 
Germany  a  purely  agricultural  country,  and  urged  that  the  German 
economy  should  be  made  dependent  on  foreign  trade.  But  it  recom- 
mended that  German  living  standards  should  be  "held  down  to  sub- 
sistence levels"  and  that  "Germany's  economic  position  of  power  in 
Europe  must  be  eliminated."12 

It  is  not  brought  out  in  any  of  the  writings  of  the  principals  con- 
cerned in  these  discussions  that  not  only  the  position  taken  by  Mr. 
Morgenthau  but  also  that  taken  by  Mr.  Hull  differed  from  the  atti- 
tude and  recommendations  in  the  documents  produced  by  civil  serv- 
ants in  Washington — chiefly  in  the  State  Department — to  which  I 
have  already  referred.13  It  would  seem  that  Mr.  Hull  dictated  the 
main  points  to  a  member  of  his  staff  and  that  the  provision  to  hold 
down  the  German  standard  of  living  to  a  "subsistence  level"  and 
possibly  also  the  provision  to  eliminate  "Germany's  economic  posi- 
tion of  power  in  Europe"  were  his  personal  ideas  and  not  those  of 
his  advisers  in  the  State  Department. 

It  is  difficult  to  reconstruct  from  the  available  evidence  Mr.  Hull's 
precise  attitude  on  the  future  of  German  industry.  When  Mr.  Stim- 
son,  in  a  memorandum  to  the  President,  stated  that,  "The  position 
frankly  taken  by  some  of  my  colleagues  was  that  the  great  industrial 
regions  of  Germany  known  as  the  Saar  and  the  Ruhr  with  their 
very  important  deposits  of  coal  and  ore  should  be  totally  transformed 
into  a  nonindustrialized  area  of  agricultural  land,"14  he  seems  to 
have  had  in  mind  Mr.  Hull  as  well  as  Mr.  Morgenthau.  To  keep 
Germany  at  "subsistence  level"  and  to  eliminate  her  "economic 
position  of  power  in  Europe"  certainly  would  seem  to  necessitate  a 
considerable  measure  of  "deindustrialization." 

To  make  confusion  worse  confounded,  Mr.  Hopkins,  according  to 
Mr.  Stimson's  account,15  advocated  the  prohibition  of  steel  produc- 
tion in  the  Ruhr  and  the  Saar.  If  the  prohibition  of  any  single 
product  could  destroy  the  whole  structure  of  industry  in  the  Ruhr 
it  would  be  that  of  steel. 

The  next  day  the  Cabinet  Committee  met  the  President.  Mr.  Hull 
seems  to  have  moved  close  to  Mr.  Stimson's  position,  but  Mr.  Mor- 
is Stimson  and  Bundy,  op.cit.,  p.  571.  13  See  pp.  239-40. 
14  Stimson  and  Bundy,  op.cit.,  p.  571.          15  ibid.,  p.  570. 
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genthau  had  not  budged  and  the  meeting  ended  without  agreement 
and  without  decisions. 

Thus,  at  a  time  when  an  important  conference  was  to  begin  at 
Quebec  in  a  few  days,  when  the  Allied  armies  were  entering  Ger- 
many, and  when  enemy  resistance  in  Europe  might  collapse  at  any 
time,  the  President  had  not  made  up  his  mind  on  what  should  be 
done  with  Germany  after  the  war,  and  the  four  highly  placed  ad- 
visers whom  he  had  designated  to  help  him  were  hopelessly  divided. 
One  of  them  wished  to  wreck  Germany's  industries  and  flood  her 
mines,  a  second  wished  to  prohibit  her  from  manufacturing  her  most 
essential  industrial  material,  a  third  wished  to  eliminate  her  economic 
power  and  keep  her  people  at  a  subsistence  level,  and  a  fourth  was 
left  to  struggle  for  a  humane  and  statesmanlike  attitude.  With  such 
hopelessly  divided  counsels,  producing  a  medley  of  conflicting  opin- 
ions and  advice,  the  great  wartime  President,  ill  and  harassed  with 
many  cares,  left  for  Quebec  with  the  sounds  of  domestic  discord 
in  his  ear  and  without  the  semblance  of  a  firm  position  on  which 
he  might  stand  in  his  talks  with  the  British  Prime  Minister. 

The  astonishing  developments  at  the  Quebec  conference  have  been 
made  known  to  the  public  in  brief  outline,  though  there  are  no  doubt 
many  details  to  be  filled  in  later.  The  document  on  Germany  which 
came  out  of  the  conference  was  brief — and  disastrous.  After  referring 
to  the  convertibility  of  the  metallurgical,  chemical,  and  electrical 
industries  and  the  devastation  in  Allied  countries,  it  declared  that 
these  industries  "in  the  Ruhr  and  the  Saar  would  ...  be  necessarily 
put  out  of  action  and  closed  down."  The  damaged  Allied  countries 
would  take  the  machinery  to  repair  their  own  losses.  The  Ruhr  and 
the  Saar  would  be  put  under  an  international  body  which  would 
prevent  any  revival  of  the  industries.  The  document  concluded  by 
stating  that  the  program  "is  looking  forward  to  converting  Ger- 
many into  a  country  primarily  agricultural  and  pastoral  in  its  char- 
acter" and  that,  "The  Prime  Minister  and  the  President  were  in 
agreement"  on  it.16 

In  retrospect,  the  actions  of  the  President  and  the  Prime  Minister 
seem  almost  incredible,  as  indeed  they  appeared  to  us  in  London 
at  the  time.  It  seems  likely  that  the  atrocious  misdeeds  of  the  Ger- 
mans under  Hitler  had  aroused  in  the  President  a  sense  of  horror 
and  a  sharp  resentment  that  led  him  to  favor  strong  measures  to 

1Gibid.,  pp.  576-77,  The  Memoirs  of  Cordell  Hull,  op.cit.,  11,  p.  1610. 
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prevent  a  revival  of  German  aggression;  that  in  his  preoccupation 
with  matters  requiring  immediate  decisions  he  had  not  reflected 
deeply  on  the  most  practicable  methods  of  reaching  this  aim;  and 
that  in  his  preoccupation  with  the  vital  war  decisions  made  at  Quebec 
he  carelessly  initialled  an  outrageous  document  without  grasping 
its  implications  and  its  political  repercussions.  His  subsequent  re- 
mark to  Mr.  Stimson  that  "Henry  Morgenthau  pulled  a  boner"17 
undoubtedly  represents  his  mature  judgment.  Whatever  his  feel- 
ings toward  Germany  may  have  been,  his  political  judgment  would 
never  have  allowed  him  to  accept  after  careful  reflection  a  proposal 
at  once  indefensible  from  a  moral  and  disastrous  from  a  technical 
standpoint. 

The  strong  opposition  aroused  in  London  and  Washington  by 
the  news  of  what  had  happened  in  Quebec  quickly  led  to  the  repudia- 
tion of  the  memorandum  by  President  Roosevelt.  The  responsible 
officials  in  the  Foreign  Office  were  aroused  and  the  Foreign  Secre- 
tary promptly  flew  to  Quebec,  indignantly  denounced  the  Morgen- 
thau plan  and  hotly  attacked  Mr.  Churchill  for  having  fallen  in  with 
it,  pointing  out  that  the  Cabinet  had  given  no  mandate  for  such 
an  action.  "Anthony  stands  up  to  the  P.M.,"  the  Ambassador — who 
held  both  of  them  in  high  regard — remarked  to  me.  A  quiet  man- 
nered man  generally,  the  Foreign  Secretary  would  not  be  brow- 
beaten, as  some  of  the  other  ministers  were  at  times,  by  Mr.  Church- 
ill. 

But  President  Roosevelt  was  not  the  only  lost  sheep  at  Quebec. 
Mr.  Churchill  cut  a  poor  figure  there  in  the  light  of  what  he  had 
said  before  and  what  he  has  said  since  the  war  as  well  as  on  the 
merits  of  the  question.  At  the  time  it  seemed  almost  unbelievable 
to  us  in  the  embassy  in  London  and  also  to  the  British  Foreign 
Office,  that  he  could  have  not  only  initialled  but  even  dictated  the 
memorandum  drawn  up  at  Quebec,  which,  indeed,  but  for  the 
eminence  of  its  original  sponsors  and  the  gravity  of  the  issues  would 
have  deserved  to  rank  as  a  bad  joke. 

If  it  seems  difficult  to  explain  Mr.  Churchill's  actions  we  must 
turn  to  another  purpose  of  his  visit  to  Quebec.  Whitehall  had  im- 
pressed on  the  cabinet  the  necessity  of  American  assistance  to  deal 
with  the  precarious  position  of  the  U.K.  balance  of  payments  which 
would  arise  when  Lend-Lease  ended  at  the  close  of  the  war.  The 

17  Stimson  and  Bundy,  op.cit,  p.  581. 
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cabinet  had  agreed  that  the  Prime  Minister  should  take  this  up 
with  the  President  at  Quebec  in  the  hope  of  obtaining  an  extension 
of  American  aid  in  a  suitable  form  for  a  period  after  the  war  long 
enough  to  enable  Britain  to  increase  its  exports,  and  perhaps  reduce 
its  imports,  to  the  extent  needed  to  reach  a  new  equilibrium  in  its 
international  transactions. 

In  much  of  the  gossip  that  followed  the  Quebec  Conference  it  was 
suggested,  and  is  still  widely  believed  in  the  United  States,  that 
Mr.  Churchill,  who  began  by  sharply  opposing  Mr.  Morgenthau's 
views  on  Germany,  changed  his  attitude  in  the  hope  that  by  doing 
so  he  would  increase  the  chances  that  Mr.  Morgenthau  would  use 
his  influence  with  the  President  in  favor  of  extensive  aid  in  the  solu- 
tion of  the  U.K.  balance  of  payments  problem.18 

Although  it  may  be  readily  agreed  that  the  Prime  Minister's  ac- 
tions were  consistent  with  this  hypothesis,  I  remain  skeptical  of  its 
accuracy.  In  fairness  to  Mr.  Morgenthau  it  must  be  said  that,  so  far 
as  I  am  aware,  there  is  no  evidence  that  in  his  dealings  with  the 
United  Kingdom  he  was  in  the  habit  of  threatening  to  use  his  in- 
fluence to  make  aid  in  emergencies  dependent  on  the  willingness  of 
the  British  to  accept  his  views  on  other  political  issues.  Some  time 
after  the  controversy  over  Germany  had  begun,  an  able  British 
treasury  official,  who  took  part  in  many  negotiations  with  the  U.S. 
Treasury,  told  me  that  Whitehall  remembered  and  appreciated 
that  Mr.  Morgenthau  had  always  upheld  the  fullest  aid  to  Britain 
even  when  he  had  sharp  differences  with  the  British  government 
on  other  issues.  At  no  time,  the  official  added,  had  Mr.  Morgenthau 
attempted  to  use  British  necessities  as  a  means  of  compelling  Britain 
to  accept  his  ideas  of  policy  on  matters  unrelated  to  U.S.  aid.  Cer- 
tainly in  our  meeting  with  him  in  early  August  1944,  Mr.  Mor- 
genthau said  nothing  suggestive  of  a  wish  to  blackmail  the  British 
into  accepting  his  plan  on  Germany. 

A  different  and,  as  I  think,  a  more  reasonable  explanation  of  Mr. 
Churchill's  change  of  position  at  Quebec  was  given  to  me  in  London 
at  the  time  by  a  British  official.  It  is  that  after  Mr.  Churchill's 
initial  rejection  of  his  plan  Mr.  Morgenthau  persuaded  Lord  Cher- 

18  This  view  has  been  widely  accepted  in  uncritical  fashion.  As  an  example  see 
Samuel  Flagg  Bemis,  A  Diplomatic  History  of  the  United  States,  3rd  edn.  (New 
York,  Henry  Holt),  1950,  p.  889;  also  The  United  States  as  a  World  Power  (New 
York,  Henry  Holt),  1950,  p.  418. 
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well,  who  had  accompanied  Mr.  Churchill  to  Quebec,  that  by  re- 
moving future  competition  from  Germany  in  export  markets,  the 
"plan"  offered  the  only  way  in  which  Britain  could  increase  its  ex- 
ports sufficiently  to  restore  its  balance  of  payments.  Lord  Cher- 
well  is  said  to  have  embraced  this  argument  with  enthusiasm  and 
in  turn  to  have  converted  Mr.  Churchill  to  it.19 

Lord  Cherwell  was  a  physical  scientist  of  uncommon  ability  who 
had  gained  the  confidence  of  the  British  Prime  Minister  by  his 
achievements  in  the  application  of  science  to  warfare  and  his  skill 
in  expounding  relevant  scientific  developments.20  He  was  an  adviser 
at  the  right  hand  of  Mr.  Churchill  and  doubtless  gave  sound  advice 
on  many  matters.  But  at  times  he  strayed  far  from  the  fields  of  his 
studies  and  experience  and  gave  advice  to  the  Prime  Minister  which 
went  counter  to  the  views  of  more  qualified  advisers  in  Whitehall. 
In  London,  Lord  Cherwell's  own  secretariat  contained  an  outstand- 
ing Oxford  economist,  who  unfortunately  was  not  present  at  the 
Quebec  Conference. 

Thus  at  Quebec  the  heads  of  state,  instead  of  seeking  the  advice 
of  well-qualified  Britons  and  Americans,  some  with  a  knowledge 
of  Germany  and  others  with  a  knowledge  of  international  economics 
and  perhaps  a  few  with  both,  followed  the  advice  of  a  physical 
scientist  and  a  politically  appointed  head  of  a  department  who, 
though  men  of  ability  in  some  fields,  had  neither  the  equipment  nor 
the  temper,  when  left  alone,  to  give  sound  advice  on  one  of  the  most 
difficult  of  all  postwar  economic  and  political  questions.  It  was  in- 
deed to  the  lasting  credit  of  Mr.  Morgenthau  that  he  recognized, 
far  more  than  any  of  his  colleagues  in  the  administration,  except 
the  President  and  Mr.  Stimson,  the  magnitude  and  urgency  of 
Britain's  postwar  needs.  But  in  propounding  a  harsh  policy  toward 
Germany  as  a  remedy  for  the  difficulties  of  Britain  he  succeeded 
only  in  diverting  attention  away  from  the  needs  of  Britain  to  the 

19  See  Stimson,  op.cit.,  p.  526 :  "It  appeared  .  .  .  that  Mr.  Churchill  had  been 
converted  by  the  argument  that  the  elimination  of  the  Ruhr  would  create  new 
markets  for  Britain.  ..."  A  more  detailed  account  is  given  in  Secretary  Hull's 
memoirs,  describing  Mr.  Morgenthau's  own  statement  to  the  Cabinet  Committee 
after  the  Quebec  Conference :  "He  said  that  Mr.  Churchill  had  at  first  been  violently 
opposed  to  the  Morgenthau  policy  towards  Germany.  .  .  .  Morgenthau  said  he  then 
took  up  the  subject  with  Lord  Cherwell  .  .  .  and  apparently  convinced  him.  Cher- 
well  discussed  it  with  Churchill  and  won  him  over."  (Memoirs  of  Cor  dell  Hull, 
p.  1615) 

20  See  Winston  Churchill,  The  Gathering  Storm,  Boston,  Houghton  Mifflin  Co. 
pp.  150-151,  234,  468. 
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problem  of  postwar  Germany,  and,  with  others  at  home  and  abroad, 
in  well-nigh  drawing  Germany  and  with  it  continental  Europe  into 
a  common  ruin. 

The  lamentable  mistakes  of  President  Roosevelt,  Mr.  Churchill, 
Mr.  Morgenthau,  and  Lord  Cherwell  at  Quebec  have  again  and  again 
brought  to  my  mind  the  remarks  of  a  leading  British  civil  servant 
who,  earlier  in  1944,  had  privately  expressed  to  me  his  fears  and 
those  of  his  colleagues  that  British  ministers  might  go  off  by  them- 
selves and  make  foolish  decisions  on  policy  regarding  German  eco- 
nomic questions.  With  a  few  exceptions,  neither  British  ministers 
nor  American  secretaries  of  departments  had  made  the  study  and 
gained  the  experience  necessary  to  form  a  competent  judgment  and 
draw  up  a  statesmanlike  policy  on  the  economic  future  of  Germany. 
In  quiet  times  of  peace,  ministers  might  have  prepared  themselves 
to  deal  with  this  great  and  intricate  question — but  during  the  fiercest 
conflict  the  world  has  ever  known,  harassed  by  a  thousand  cares, 
worked  to  the  verge  of  exhaustion,  they  never  brought  themselves 
to  a  calm,  thoroughgoing  analysis  of  all  that  was  involved  in  the 
question.  It  was  all  the  more  important,  therefore,  that  they  should 
heed  the  advice  and  study  the  conclusions  of  the  groups  of  temporary 
and  permanent  civil  servants  who  had  carefully  examined  the  issues 
and  after  months  of  deliberation  had  drawn  up  reports  containing 
recommendations  on  them. 

Yet  at  Quebec  no  use  was  made  of  the  work  of  advisers  by  the 
heads  of  State.  The  labors  of  highly  qualified  officials,  given  to  this 
subject — notwithstanding  the  demands  of  other  urgent  subjects — 
out  of  a  well-founded  belief  in  its  intrinsic  importance  in  determining 
the  results  of  the  war,  were  either  ignored  or  cast  away  overnight 
and  replaced  by  technically  amateurish  and  morally  indefensible 
substitutes. 
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iHE  blocking  of  all  attempts  to  obtain  agreement  in 
Washington  and  between  Washington  and  the  Al- 
lies on  the  reparation  and  economic  security  was  the  next  disaster 
that  overtook  attempts  to  plan  for  postwar  Germany.  The  efforts 
of  Whitehall  to  prepare  a  policy  had  begun  early,  and  the  State 
Department  had  followed  later.  The  informal  conversations  which 
I  had  carried  on  with  leading  Foreign  Office  and  Treasury  officials 
had  often  turned  to  the  question  what  reparation  demands  were  likely 
to  be  made  by  the  Soviet  Union  and  how  we  should  meet  them. 
Although  in  my  earliest  conversations  with  the  Ambassador,  he 
had  shown  distaste  for  reparations,  fearing  that  it  would  tend  to 
disorganize  rather  than  to  reconstruct  the  postwar  world,  his  keen 
sense  of  politics  had  led  him  to  accept  the  argument  that  the  im- 
mense damage  done  on  Soviet  and  other  Allied  territories  would 
make  it  impossible  to  obtain  Allied  agreement  to  wipe  the  slate 
clean.  And  in  1944,  we  had  in  London  a  growing  knowledge  of 
Russian  attitudes,  through  the  UNRRA  committees,  the  European 
Advisory  Commission,  and  ad  hoc  negotiations  on  other  matters. 
We  thus  learned  Russian  attitudes  not  only  toward  the  enemy  but 
also  toward  the  Allied  countries  in  which  resistance  to  the  enemy 
had  appeared  to  the  Russians  to  be  weak,  and  it  became  clear  that 
large  demands  would  be  made  by  the  Soviet  Union  upon  the  ex- 
enemy  countries.  If  Russian  ideas  on  how  relief  should  be  distributed1 
were  any  criterion  of  the  quality  of  their  ideas  on  how  reparation 
should  be  made,  we  might  expect  the  greatest  difficulty  in  reaching 
agreement.  If  the  time  consumed  in  reaching  agreement  on  the  sim- 
pler relief  question  was  any  indication  of  the  time  that  would  be 
required  to  reach  agreement  on  the  much  more  complicated  repara- 
tion question,  little  opportunity  remained  even  early  in  1944  to  reach 
agreement  by  the  end  of  the  war. 

The  wanton  and  unprovoked  German  attacks  on  peaceful  coun- 
tries, and  the  destruction  and  oppression  which  followed,  were  ample 

1  See  pp.  160-61. 
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justification,  on  grounds  of  equity,  for  the  demands  of  the  Soviet 
Union  and  other  European  Allies  for  reparation,  but  past  experience 
had  shown  that  if  such  demands  were  excessive  in  amount  and 
ill-considered  in  method  they  would  hinder  instead  of  advancing 
the  economic  reconstruction  of  the  world.  Unfortunately,  the  repre- 
sentatives of  injured  and  suffering  peoples,  in  the  heat  of  their 
resentment  against  the  source  of  their  injuries  and  suffering,  were 
all  too  likely  to  carry  their  demands  too  far  and  into  the  wrong 
channels.  Consequently,  the  only  prudent  strategy  for  the  United 
States  and  the  United  Kingdom  was  to  take  the  initiative  and  put 
forward  as  the  first  item  in  a  discussion  of  reparation  a  plan  of  their 
own  which  would  attempt  to  meet  the  reasonable  claims  of  devastated 
Allied  territories  as  far  as  was  compatible  with  general  economic 
recovery  in  both  Allied  and  ex-enemy  countries.  For  in  an  inter- 
dependent world  economic  order  you  cannot  distinguish  between 
one  country  and  another,  retarding  recovery  here,  hastening  it  there, 
in  accordance  with  a  scheme  of  rewards  and  punishments.  To  at- 
tempt it  is  to  invite  a  common  retardation  in  which  suffering  will 
be  widely  distributed  with  little  regard  to  deserts.  And  in  1944  the 
Allied  air  arm  was  spreading  devastation  in  German  cities  on  a 
hitherto  unknown  scale :  it  was  unlikely,  therefore,  that  the  abstract 
case  in  equity  for  making  those  who  destroy  responsible  for  repairs 
could  be  applied  to  a  defeated  enemy  on  whom  even  greater  destruc- 
tion had  been  heaped  than  he  had  been  able  to  inflict  on  his  earlier 
victims.  Never  was  there  greater  need  for  initiative  by  Britain  and 
the  United  States  to  persuade  the  Allies  to  accept  a  well-considered 
and  moderate  plan. 

Ambassador  Winant,  impressed  with  the  dangers  of  delay,  gave 
an  important  place  to  reparation  questions  in  his  comprehensive 
message  to  the  President  in  August  1944.  He  placed  the  issue  in 
a  broad  setting  and  linked  it  with  the  question  of  economic  aid  for 
Russian  reconstruction  and  the  outstanding  postwar  political  issues 
between  the  Soviet  Union  and  the  West.2  He  held  that  the  best 
procedure  for  discussing  the  form  and  content  of  reparation  was  to 
arrange  first  a  meeting  of  British,  Russian,  and  American  experts 
which  might  take  place  in  Moscow  if  it  seemed  that  better  coopera- 
tion could  be  secured  there  from  the  Soviet  Union.  These  experts 

2  See  pp.  241-42. 
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might  constitute  a  subcommittee  of  the  European  Advisory  Com- 
mission, which  had  been  understood  from  the  time  of  the  Moscow 
Conference  to  be  the  appropriate  body  to  discuss  reparation  questions. 

Secretary  Hull  and  the  State  Department,  in  accordance  with  the 
understanding  reached  at  the  Moscow  Conference,  had  accepted 
the  European  Advisory  Commission  as  the  proper  body  on  which 
to  carry  out  negotiations  on  German  matters.  But  the  conclusion  is 
inescapable  that  this  part  of  the  Moscow  agreement  was  never  really 
accepted  or  even  understood  in  the  War  Department  or  in  the  White 
House.  Even  when  the  Soviet  Union  was  ready  to  expedite  negotia- 
tions on  EAC,  the  War  Department  and  the  White  House  on  several 
occasions  held  the  EAC  at  a  standstill.  At  a  time  when  the  ques- 
tion whether  or  not  the  Soviet  Union  would  cooperate  with  the 
West  after  the  war  hung  in  the  balance,  the  example  set  by  the  United 
States,  through  no  fault  of  the  State  Department  or  Ambassador 
Winant,  was  discouraging. 

So  far  as  I  have  been  able  to  ascertain,  Mr.  Churchill  was  hardly 
more  helpful  than  President  Roosevelt  on  EAC  matters.  But  Mr.  Eden 
and  the  Foreign  Office,  like  Secretary  Hull  and  the  State  Depart- 
ment, did  their  best  to  make  the  EAC  work.  The  form  of  govern- 
ment in  Great  Britain  gives  less  play  for  the  indulgence  of  whims 
either  by  the  Prime  Minister  at  one  end  of  the  scale  or  by  irrespon- 
sible members  of  Parliament  at  the  other,  than  the  form  of  govern- 
ment of  the  United  States  gives  to  the  President  at  one  end  and 
to  irresponsible  congressmen  at  the  other. 

Following  the  Morgenthau  affair,  I  continued  my  messages  con- 
cerning the  work  and  opinions  of  Whitehall  officials  on  Germany, 
reporting  their  opposition  to  destructive  measures  such  as  Mr.  Mor- 
genthau had  proposed.  Ambassador  Massigli,  the  French  Ambas- 
sador to  Britain,  in  a  conversation  with  Mr.  Eden,  tentatively  raised 
the  question  whether  parts  of  Western  Germany  should  be  placed 
under  a  regime  speciale.  Foreign  Office  officials  feared  that  the 
French  suggestions  might  be  a  camouflage  for  the  partition  of  Ger- 
many, but  they  adopted  an  attitude  of  inquiry  and  pointed  out  to 
me  that,  whatever  ultimate  motives  the  French  might  have,  at  least 
they  did  not  seek  to  destroy  the  economic  structure  of  Germany 
but  rather  to  preserve  the  productive  power  of  the  Ruhr  for  the 
benefit  of  all  Europe.  For  this  reason  the  French  proposals,  while 
ultimately  unacceptable  in  the  form  in  which  they  were  put  forward, 
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might  serve  for  a  time  as  a  useful  counterweight  to  the  Morgenthau 
plan. 

These  evidences  of  mounting  French  interest  in  the  economic  as 
well  as  the  political  future  of  Germany  made  it  all  the  more  important 
to  start  informal  conversations  as  soon  as  possible  on  the  funda- 
mental postwar  economic  issues  concerning  ex-enemy  countries. 
During  the  autumn  negotiations  went  on  which  brought  the  French 
into  the  EAC  by  the  middle  of  November.  Thus  the  stage  was  set 
for  informal  discussion  of  German  economic  issues. 

But  the  players  never  appeared  on  the  stage. 

Secretary  Hull  admirably  stated  the  case  for  proceeding  without 
delay  to  complete  plans  through  established  international  channels 
in  cooperation  with  the  United  Kingdom  and  the  Soviet  Union : 

"We  have  thus  far  .  .  .  acted  on  the  basis  that  every  action  fol- 
lowed with  respect  to  Germany,  particularly  in  the  post-hostilities 
period,  would  be  on  an  agreed  tripartite  basis.  It  has  also  been  our 
understanding  that  the  Soviet  government  has  also  acted  on  this 
general  assumption,  and  of  course  the  European  Advisory  Com- 
mission, established  by  the  Moscow  Conference,  was  set  up  for  the 
purpose  of  working  out  the  problems  of  the  treatment  of  Germany. 
We  must  realize  that  the  adoption  of  any  other  basis  of  procedure 
would  enormously  increase  the  difficulties  and  responsibilities  of  our 
soldiers  in  the  immediate  military  occupation  period  but  also  of  our 
officials  in  the  control  period  following.  .  .  . 

"...  Our  information  up  to  the  present  has  been  to  the  effect  that 
the  British  government  no  doubt  has  ideas  of  its  own  with  respect  to 
the  application  of  economic  controls  to  Germany,  and  we  have  not 
yet  had  any  indication  that  the  British  government  would  be  in  favor 
of  complete  eradication  of  German  industrial  productive  capacity  in 
the  Ruhr  and  Saar.  We  have  no  ideas  as  yet  what  the  Soviet  govern- 
ment has  in  mind.  Would  it  not  be  well  at  this  time  for  the  State 
Department  to  sound  out  the  British  and  Russian  views  on  the 
treatment  of  German  industry  either  through  the  European  Advisory 
Commission  or  otherwise?"3 

Unfortunately,  President  Roosevelt,  after  realizing  his  mistake  at 
Quebec,  instead  of  examining  the  contending  and  irreconcilable  views 
which  had  been  urged  on  him,  and  deciding  which  of  them  or  what 

3  The  Memoirs  of  Cordell  Hull,  op.cit.,  11,  pp.  1616-17. 
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combination  of  them,  or  what  alternative  views,  should  be  adopted 
as  United  States  policy,  turned  away  entirely  from  all  planning 
for  the  future  of  Germany.  The  sands  were  running  out.  The  German 
military  organization  was  falling  apart.  The  structure  of  Nazi  domi- 
nation was  crumbling  at  its  foundation.  Yet  the  President  replied  to 
Mr.  Hull's  statesmanlike  request  that  he  did  not  think  "that  in 
the  present  stage  any  good  purpose  would  be  served  by  having  the 
State  Department  or  any  other  Department  sound  out  the  British 
and  Russian  views  on  the  treatment  of  German  industry.  Most  cer- 
tainly it  should  not  be  taken  up  with  the  European  Advisory  Com- 
mission which,  in  a  case  like  this,  is  on  a  tertiary  and  not  even  a 
secondary  level.  .  .  ."4 

The  President's  extraordinary  ignorance  of  the  terms  of  reference 
of  the  EAC  is  difficult  to  explain.  The  EAC  was  of  course  created 
by  the  Foreign  Ministers  of  the  Big  Three  at  Moscow.  Can  it  be 
that  Roosevelt's — and  at  times,  I  believe,  Churchill's — indifference 
and  confusion  on  the  subject  were  due  to  a  preference  for  carrying 
on  foreign  policy  in  personal  meetings  of  the  heads  of  state  and  a 
subconscious  reluctance  to  sanction  vigorous  initiative  from  "lower 
levels"? 

However,  the  central  error  lay  in  the  President's  refusal  to  counte- 
nance any  conversations  with  our  chief  Allies.  In  the  embassy  we 
believed — as  the  State  Department  and  the  Foreign  Office  believed 
— that  the  EAC  was  obviously,  by  the  terms  of  the  Moscow  agree- 
ment, the  proper  channel  for  the  discussions.  But  if  agreement  could 
have  been  more  quickly  obtained  to  carry  them  on  through  other 
channels  we  should  have  welcomed  such  an  opportunity.  Above  all, 
speed  and  initiative  were  essential.  We  dreaded  leaving  the  initiative 
to  the  Allies  which  had  been  most  damaged  by  the  Germans  and 
which  were,  in  consequence,  least  likely  to  put  forward  at  the  start 
a  moderate  and  workable  plan  as  the  basis  for  discussion. 

A  clue  to  President  Roosevelt's  action  may  be  found  in  the  evidence 
we  have  on  the  origins  of  a  memorandum  signed  by  the  President  a 
few  days  after  his  note  to  Secretary  Hull.  Professor  Mosely  refers  to 
it  as  follows : 

".  .  .  an  F.D.R.  memorandum,  elicited  by  the  Civil  Affairs  Divi- 
sion, put  a  complete  stop  to  postwar  planning  for  Germany  and  even 

*ibid.,  pp.  1619-20. 
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placed  in  question  the  U.S.  draft  directives  which  had  already  been 
cleared  in  Washington  and  circulated  to  the  EAC.  Although  Mr. 
Winant  was  in  America  in  late  October,  he  apparently  was  told 
nothing  of  this  decision,  which  cut  the  ground  completely  from  under 
the  EAC  and  from  under  the  policy  which  he  had  advocated  so  force- 
fully on  every  possible  occasion  and  particularly  in  his  long  telegram 
of  mid- August  to  the  President.  The  momentum  which  the  EAC  had 
been  building  up  was  halted.  Progress  was  not  resumed  until  the 
beginning  of  April,  1945,  when  time  was  already  running  out."5 

Thus  the  order  to  "stop  planning"  and  to  avoid  even  informal 
discussions  with  the  British  was  instigated  by  the  Civil  Affairs 
Division  of  the  War  Department  and  was  not  the  result  of  spon- 
taneous initiative  by  the  President.  For  the  second  time  Roosevelt 
carelessly  signed  papers  placed  before  him  during  great  pressure  of 
business. 

It  was  not  long  before  our  fears  concerning  reparation  were,  un- 
fortunately, justified.  When  the  Yalta  Conference  opened  on  Febru- 
ary 3,  1945,  neither  the  United  States  nor  the  United  Kingdom  had 
any  concrete  policy  on  reparation  and  economic  security,  nor  had 
they  exchanged  ideas  among  themselves,  nor  had  either  of  them  ex- 
changed ideas  with  the  Soviet  Union.  To  my  mind  the  unreadiness  of 
Britain  was  even  less  excusable  than  that  of  the  United  States. 
Britain's  experts  on  German  economic  matters  were  more  experienced 
and  qualified  than  American  experts,  and,  under  the  eye  of  the 
Foreign  Office  and  the  War  Cabinet  Secretariat,  their  work  had  been 
much  better  organized  than  the  work  in  Washington.  Nor  had  they 
been  victims  of  a  "cease  planning"  order  as  their  American  counter- 
parts had  been.  Yet  Mr.  Eden  had  to  admit  to  M.  Molotov  at  Yalta 
that  while  "the  British  had  studied  the  German  matter  at  the  technical 
level  .  .  .  the  War  Cabinet  had  not  discussed  it."6  For  more  than  two 
years  previously  studies  and  suggestions  by  competent  civil  servants 
had  been  waiting  cabinet  consideration ! 

Postwar  planners  had  always  to  face  the  danger  that  a  complicated 
postwar  question  would  be  thrown  suddenly  into  a  top-level  meeting 

5  Philip  E.  Mosely,  "The  Occupation  of  Germany,  Foreign  Affairs,  Vol.  28,  No. 
4,  July  1950,  p.  597.  The  italics  are  mine. 

6  E.  R.  Stettinius,  Roosevelt  and  the  Russians:  The  Yalta  Conference  (New 
York,  Doubleday);  1949,  p.  119. 
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without  preliminary  investigation  and  exchanges  of  ideas  among 
officials  who  had  studied  it  in  detail.  Even  when  qualified  officials 
had  studied  and  reported  on  a  controversial  question,  there  was  no 
assurance  that  the  top  level  would  not  plunge  into  a  discussion  of  the 
question  at  an  international  meeting  without  knowledge  of  the  studies 
and  without  seeking  the  advice  of  those  who  had  made  them. 

So  it  was  at  Yalta. 

When  M.  Stalin  claimed  large-scale  reparations  in  kind,  both  the 
President  and  the  Prime  Minister,  according  to  Mr.  Sherwood, 
".  .  .  said  that  public  opinion  in  their  countries  was  opposed  to  the 
whole  concept  of  reparations  in  view  of  the  unfortunate  results  of  the 
Treaty  of  Versailles."7  Presumably  this  is  based  on  the  late  Mr.  Hop- 
kins's notes.  The  more  detailed  though  still  incomplete  account  in  the 
late  Mr.  Stettinius's  work  shows  that  the  Soviet  Union  always  had 
the  initiative  and  that  Roosevelt  and  Churchill  were  continuously  on 
the  defensive.  Mr.  Eden  launched  a  counterattack.  Apparently  British 
advisers,  though  they  had  been  unable  to  get  a  hearing  from  ministers 
on  this  subject  for  over  two  years  nevertheless  succeeded  in  warning 
them  at  the  conference  against  the  crude  and  staggering  Russian 
demands.  The  most  detailed  Russian  statement  came  from  Mr. 
Maisky,  who  advocated  removals  of  "factories,  heavy  machinery, 
machine  tools,  rolling  stock,  and  investments  abroad"  from  German 
ownership.  German  industry  should  be  reduced  by  80  per  cent !  Here 
the  Russians  rivalled  Mr.  Morgenthau.  Reparations  in  kind  were  to 
be  paid  over  ten  years.  Reparation  to  the  Soviet  Union  alone  should 
amount  to  $10,000  millions.8 

This  was  followed  later  by  a  Russian  document  in  which  it  was 
proposed  to  fix  total  reparation  at  $20,000  millions,  the  Soviet  Union 
to  receive  half  this  amount.9 

These  figures  were  opposed  by  the  British  delegation  and  at  first  by 
President  Roosevelt.  It  was  then  suggested  that  they  were  to  be  taken 
only  as  a  basis  for  discussion  by  a  proposed  Reparation  Commission 
which  was  to  meet  in  Moscow.  The  outcome  of  the  controversy  illus- 
trates sharply  the  marked  difference  between  the  British  and  Ameri- 
can forms  of  government.  Notwithstanding  the  absence  of  both  the 
Prime  Minister  and  the  Foreign  Secretary  in  Yalta,  a  stream  of 

7  Sherwood,  op.cit.,  p.  861.  8  Stettinius,  op.cit.,  pp.  130-32. 

9  ibid.,  p.  105. 
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detailed  messages  passed  between  the  British  delegation  and  London, 
and  the  cabinet  discussed  the  issues  that  had  been  raised.  It  decided 
that  the  British  delegation  should  not  agree  to  the  naming  of  any 
reparations  figures  even  as  a  basis  for  discussion.  Mr.  Churchill  and 
Mr.  Eden  adhered  to  that  decision  throughout  the  conference,  and  at 
one  stage  M.  Stalin  actually  accepted  a  draft  without  any  figures.  But 
he  receded  from  this  position,  apparently  under  pressure  from  his  ad- 
visers, and  raised  the  question  again.  The  President  had  no  cabinet 
to  guide  or  control  him.  He  was  inclined  to  agree  with  the  British 
view  but  late  in  the  Conference  he  weakened  and  accepted  the  advice 
given  in  a  note  passed  to  him  by  Mr.  Hopkins,  reproduced  by  Mr. 
Sherwood : 

"The  Russians  have  given  in  so  much  at  this  Conference  that  I 
don't  think  we  should  let  them  down.  Let  the  British  disagree  if  they 
want  to — and  continue  their  disagreement  at  Moscow.  Simply  say  it 
is  all  referred  to  the  Reparations  Commission  with  the  minutes  to 
show  the  British  disagree  about  any  mention  of  the  ten  billion."10 

The  President  agreed,  but  Mr.  Churchill  and  Mr.  Eden,  bound  by 
a  cabinet  decision  made  during  their  absence,  firmly  adhered  to  their 
reservation  against  any  reference  to  the  amount  of  reparation.  This 
and  other  examples  could  be  cited  to  show  the  fundamental  misconcep- 
tion of  the  British  form  of  government  that  underlay  Mr.  Hopkins's 
jocular  remarks  at  a  dinner  during  the  Teheran  Conference  ".  .  .  tell- 
ing the  Russians  that  he  had  made  a  long  and  thorough  study  of  the 
British  Constitution,  which  is  unwritten,  and  the  War  cabinet,  whose 
authority  and  composition  are  not  specifically  defined.  He  said  that  as 
a  result  of  this  study  he  had  learned  that  'the  provisions  of  the  British 
Constitution  and  the  powers  of  the  War  Cabinet  are  just  whatever 
Winston  Churchill  wants  them  to  be  at  any  moment.'  ,ni  It  is  one  of 
the  great  strengths  of  the  British  form  of  government  that  this  inter- 
pretation was  wholly  wrong. 

The  figures  inserted  in  the  Protocol  returned  to  plague  Washington 
later.  Top-level  negotiations  were  so  infrequent  that  those  who  took 
part  in  them  were  apt  to  overlook  pitfalls  with  which  humbler  repre- 
sentatives sitting  on  working  committees  with  the  Russians  were  all 
too  familiar.  Before  reassuring  themselves  that  the  mention  of  this 
amount  did  not  commit  them  to  anything,  the  President  and  Mr.  Hop- 

10  ibid.,  p.  860.  lxibid.,  p.  793. 
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kins  might  have  asked  themselves  why  the  Russians  were  so  des- 
perately anxious  that  the  figures  should  be  inserted  in  the  Protocol.12 
In  any  case,  it  is  no  light  matter  to  bind  a  commission  in  advance  to 
start  from  a  particular  basis  of  discussion:  inevitably  the  initiative 
goes  to  the  negotiators  who  proposed  that  basis.  Washington's  in- 
terests were  certainly  closer  to  London's  than  to  Moscow's  in  regard 
to  reparations.  The  danger  of  a  late  upsurge  of  sympathy  for  a  country 
many  of  whose  proposals  have  been  successively  rejected  at  a  con- 
ference was  very  real  at  international  gatherings  up  to  the  time  when 
Russian  intransigence  was  carried  to  such  extremes  that  all  but  the 
satellite  countries  became  thoroughly  alienated.13  It  was  not  confined 
to  American  delegations:  for  a  time  the  French  were  markedly 
susceptible  to  it.  The  sentiment  behind  it  was  often  worthy  of  respect, 
but  after  witnessing  many  international  discussions  I  believe  that  in 
international  affairs  the  wise  rule,  with  rare  exceptions,  is  to  vote 
according  to  the  intrinsic  merits  of  each  issue. 

The  formal  repudiation  of  the  Morgenthau  plan  by  President 
Roosevelt  was  far  from  ending  the  controversy  or  repairing  the 
damage  that  had  been  done.  The  State  Department  might  be  pro- 
hibited from  entering  into  the  proposed  informal  Inter-Allied  discus- 
sions on  the  economic  future  of  Germany  which,  in  the  judgment  of 
Secretary  Hull  and  the  State  Department,  of  Ambassador  Winant  and 
his  advisers  on  the  one  hand,  and  of  the  Foreign  Office  on  the  other, 
were  necessary  if  the  Allies  were  to  be  ready  for  the  peace.  But  work 
had  to  go  forward  on  the  preparation  of  a  directive  to  the  Com- 
mander-in-Chief who  was  to  bear  the  responsibility  for  governing 
the  United  States  zone  and  who  would  have  to  represent  the  United 

12  This  is  not  to  imply  that  anxiety  on  the  part  of  a  Soviet  representative  to 
obtain  acceptance  of  what  might  appear  to  be  an  innocuous  form  of  words  was  al- 
ways evidence  of  sinister  intentions.  In  some  cases  it  was  due  merely  to  a  desire 
to  show  something  to  his  superiors  when  he  had  been  given  rigid  instructions  to 
press  for  acceptance  of  a  Soviet  demand.  In  these  cases  it  was  sometimes  good 
policy  to  accept  such  innocuous  additions.  But  this  situation  could  not  arise  at  a 
top-level  meeting. 

13  The  present  writer  and  his  colleagues  encountered  it  in  extreme  form  through- 
out 1946  during  the  negotiations  to  establish  the  International  Refugee  Organiza- 
tion, when  it  was  necessary  to  organize  as  far  as  possible  the  defeat  of  75  hostile 
amendments  proposed  by  the  Soviet  Union  and  Yugoslavia.  Late  at  nights  there 
was  a  particular  danger  that  some  representatives  would  relax  and  say  in  effect, 
"We  have  knocked  them  down  so  many  times  today :  cannot  we  let  them  have  this 


268  JCS  1067  AND  ALL  THAT 

States  on  the  Allied  Control  Council  after  hostilities  ceased.  As  long 
as  the  War  Department  and  the  State  Department  were  the  principal 
departments  concerned  in  the  preparation  of  the  directive,  a  reason- 
able agreement  was  in  sight.  But  after  the  Cabinet  Committee  had 
been  set  up,  and  especially  after  the  Quebec  Conference,  Mr.  Morgen- 
thau  succeeded  in  placing  the  Treasury  in  a  prominent  position  in  the 
discussions  on  the  directive,  and  the  discord  which  had  split  the 
Cabinet  Committee  was  carried  into  the  group  of  deputies  who  were 
charged  to  prepare  the  directive.  The  Treasury  representatives  made 
aggressive  and  pertinacious  efforts  to  put  the  Morgenthau  plan  into 
effect  through  the  directive.  In  this  way  they  hoped  partly  to  offset 
their  defeat  on  the  Ruhr  issue  by  imposing  their  destructive  policy  on 
the  U.S.  zone.  After  the  President  had  repudiated  the  Morgenthau 
plan  the  meetings  on  the  directive  reached  a  complete  deadlock. 
Clearly,  no  genuine  compromise  was  possible  between  such  inherently 
incompatible  and  even  contradictory  views  as  those  held  by  the 
Treasury  on  the  one  hand  and  the  State  and  War  Departments  on 
the  other.  No  intelligible  and  consistent  policy  could  be  adopted  unless 
one  side  or  the  other  was  overruled  and  a  choice  made  between  a 
destructive  and  a  constructive  policy. 

The  President  seems  never  to  have  faced  and  weighed  these  al- 
ternatives. According  to  an  oral  account  which  I  heard  at  the  time, 
the  renewed  deadlock  was  brought  to  his  notice  after  his  repudia- 
tion of  the  document  which  he  and  Mr.  Churchill  had  initialled  at 
Quebec.  But  instead  of  dealing  with  the  issues  behind  the  dead- 
lock, the  President  is  said  to  have  impatiently  brushed  aside  the 
matter,  exclaiming  that  he  would  not  tolerate  such  disunity  among 
his  advisers  and  that  members  of  the  Cabinet  Committee  must  "get 
together." 

The  outcome  of  this  refusal  to  arbitrate  was  the  notorious  "basic 
directive,"  JCS  1067,  which  was  supposed  to  guide  the  United  States 
occupying  forces  in  the  initial  period  of  occupation.  It  was  a  pseudo- 
compromise  containing  elements  of  irreconcilable  viewpoints  inhar- 
moniously  blended  to  produce  the  greatest  confusion  among  the 
greatest  number.  It  may  well  rank  among  the  most  discreditable 
state  documents  ever  written.  The  real  authorship  of  some  sentences 
is  clearly  traceable  to  Mr.  Morgenthau  and  his  aides,  that  of  others 
to  the  representatives  of  the  State  and  War  Departments.  The  sen- 
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tence  "Germany  will  not  be  occupied  for  the  purpose  of  liberation 
but  as  a  defeated  enemy  nation"  might  have  been  taken  from  Mr. 
Morgenthau's  remarks  in  London.  It  is  followed  immediately,  how- 
ever, by  the  sentence,  "Your  aim  is  not  oppression.  ..."  But  by  no 
means  all  the  destructive  sentences  were  offset  to  some  extent  by 
contradicting  them  or  providing  a  loophole  of  at  least  temporary 
escape.  Even  where  a  loophole  was  left  it  was  often  a  vague  and 
ambiguous  one  which  timid  administrators  might  fear  to  adopt 
though  their  more  courageous  colleagues  would  make  the  most  of 
it.  Thus  administration  would  be  uneven  and  fluctuating. 

The  chief  loopholes  of  escape  from  the  worse  provisions  of  the 
directive  lay  in  the  vagueness  of  the  "Basic  Objectives  of  Military 
Government."  The  drafting  of  these  supposed  "objectives"  was  dis- 
organized, loose,  and  rambling.14  It  was  stated  that  the  principal  ob- 
jective was  "to  prevent  Germany  from  ever  again  becoming  a  threat 
to  the  peace  of  the  world."  This  of  course  was  capable  of  innumer- 
able interpretations.  Some  details  were  specified — "the  elimination  of 
Nazism  and  militarism"  and  other  such  obvious  measures.  But  the 
phrase  "industrial  disarmament"  was  dangerously  ambiguous.  The 
loose  drafting  of  this  section  had  far-reaching  effects  because  of  the 
many  later  clauses  in  the  directive  which  permitted  or  exhorted  the 
Commander-in-Chief  to  carry  out  certain  measures  to  the  extent 
necessary  to  achieve  the  "basic  objectives."  Fortunately,  the  ambi- 
guity was  to  prove  useful  to  the  more  enlightened  administrators. 

The  most  deplorable  and  subsequently  the  most  anachronistic  pro- 
vision was  that  which  directed  the  Commander-in-Chief  to  "take  no 
steps  (a)  looking  towards  the  economic  rehabilitation  of  Germany, 
or  (b)  designed  to  maintain  or  strengthen  the  German  economy." 
This  might  indeed  be  modified  if  "necessary"  to  carry  out  the  "basic 
objectives."  But  an  administrator  would  be  at  his  wit's  ends  to  see 
how  to  relate  such  vague  general  objectives  to  the  question  of  eco- 
nomic rehabilitation  and  the  effect  was  disastrously  negative,  as  we 
shall  see  in  a  later  chapter. 

The  financial  clauses  were  in  the  same  strain.  At  the  outset  they 
directed  the  Commander-in-Chief  to  "take  no  steps  designed  to  main- 
tain, strengthen  or  operate  the  German  financial  structure  except 
in  so  far  as  may  be  necessary  for  the  purposes  specified  in  this  di- 

14  Part  I  Section  4.  It  is  not  clear  whether  sections  a  and  b  are  supposed  to  be 
"basic  objectives"  or  whether  they  are  merely  exhortations  to  administrators. 
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rective."15  Naturally  the  Treasury  exerted  a  particularly  strong  in- 
fluence on  this  section  of  the  directive,  and  as  the  financial  admin- 
istration would  be  headed  by  officers  who  were  really  Treasury 
officials  transferred  temporarily  to  the  army  and  in  frequent  com- 
munication with  Mr.  Morgenthau,  financial  policy  was  predestined 
to  be,  in  its  earlier  stages  at  least,  an  instrument  of  revenge  and  not 
of  reconstruction.  American  and  British  taxpayers  are  still  paying 
for  the  consequences  of  this  early  and  major  error  of  the  peace. 

The  efforts  of  the  State  Department  officials  who,  though  they 
were  placed  at  a  great  disadvantage  after  the  retirement  of  Secretary 
Hull,  did  what  they  could  to  combat  the  influence  of  the  Treasury, 
were  not  all  lost.  The  confused  and  inconsistent  nature  of  the  di- 
rective left  openings  through  which  intelligent  administrators  could, 
and  later  did,  avoid  the  full  application  of  the  worst  clauses.  Forced 
into  a  defensive  position,  a  few  able  officials,  notably  H.  Freeman 
Matthews,  to  some  extent  mitigated,  though  they  could  not  escape 
completely,  the  consequences  of  the  failure  of  the  President  to  rule 
decisively  on  the  differences  which  could  not  be  resolved  by  his  ad- 
visers. 

When  Mr.  Hull  retired,  early  in  October  1944,  the  State  Depart- 
ment ceased  to  be  an  important  influence  on  the  determination  of 
policy  towards  postwar  Germany.  Mr.  Sherwood  has  related  the 
circumstances  which  determined  the  selection  of  Mr.  Hull's  suc- 
cessor. "Roosevelt  was  going  to  be  his  own  Secretary  of  State,  par- 
ticularly in  direct  dealings  with  Churchill  and  Stalin.  .  .  ."  With 
this  object  in  view,  Hopkins  advised  against  another  suggested  nomi- 
nee on  the  ground  that  the  latter  ".  .  .  was  not  one  to  conform  placidly 
to  the  role  of  a  mere  mouthpiece."16  Thus  the  criterion  on  which 
the  appointment  was  made  destroyed  all  chance  that  President  Roose- 
velt's lack  of  understanding  and  foresight  on  postwar  Germany  might 
be  at  least  partly  remedied  by  the  initiative  of  a  Secretary  of  State 
who  would  see  the  breakers  ahead  and  insist  that  the  ship's  course 
should  be  changed.  Consequently,  the  State  Department  played  a 
negligible  role  on  policy  toward  Germany  at  a  critical  stage  during 
and  immediately  after  the  war. 

The  War  Department  embodied  the  most  baffling  contradictions. 
Of  all  the  members  of  the  Roosevelt  cabinet,  Secretary  Stimson 
held  the  most  enlightened,  the  most  statesmanlike,  and  the  most 

15  Part  III,  par.  44.  16  Sherwood,  op.cit.,  p.  835. 
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humane  views  on  German  matters.  But  the  record  of  the  Secretary 
of  War  and  the  record  of  the  War  Department  on  policy  toward 
Germany  were  not  one  and  indivisible.  Any  historian  who  assumed 
that  as  Mr.  Stimson  preached,  so  all  the  administrative  officials  of 
the  War  Department  practiced,  would  miss  an  essential  part  of  the 
history  of  American  policy  toward  Germany.  Both  Sumner  Welles, 
with  his  policy  of  dismemberment,  and  Mr.  Morgenthau,  with  his 
policy  of  revenge,  had  their  counterparts  within  the  vast  organiza- 
tion whose  intricacies  are  symbolized  by  the  interior  of  the  Pentagon 
Building.  Early  in  the  history  of  the  European  Advisory  Council, 
a  high-ranking  officer  privately  argued  with  me  that  as  long  as 
Germany  remained  a  unitary  state  periodical  world  conflicts  were 
inevitable.  He  may  not  have  influenced  the  formation  of  policy  on 
the  question,  but  he  did  represent  a  viewpoint  held  in  some  circles  in 
the  War  Department.  More  important  was  the  presence  of  persons 
in  the  War  Department  who  sympathized  with  Mr.  Morgenthau' s 
views  and  played  an  active  role  in  shaping  the  detailed  application 
of  policy.  They,  and  others  who  were  unduly  concerned  with  jurisdic- 
tional matters,  influenced  the  Civil  Affairs  Division  in  directions 
that  hindered  the  efforts  of  others  to  plan  comprehensively,  and 
turned  important  segments  of  the  planning  into  wrong  channels. 
More  things  go  on  inside  the  Pentagon  than  are  ever  dreamed  of  by 
Secretaries  of  War  or  Defense. 

The  effects  of  the  bitter  controversies  in  Washington  were  quickly 
felt  in  London,  both  in  the  embassy  and  in  U.S.  military  circles. 
There  was  no  longer  any  hope  of  a  response  to  the  Ambassador's 
comprehensive  telegram  sent  in  mid- August.17  The  refusal  or  inability 
of  the  leading  statesmen  to  give  early  attention  to  the  postwar  treat- 
ment of  Germany  destroyed  the  chances,  which  otherwise  would  have 
been  favorable,  of  an  early  Anglo-American  agreement  in  detail 
on  the  postwar  economic  measures  to  be  applied  to  Germany  during 
the  period  of  occupation.  For  economic  plans  could  not  be  made  in 
complete  abstraction  from  political  plans.  As  to  international  mone- 
tary organization,  it  was  possible  to  proceed  on  the  assumption  that 
the  nations  would  share  a  common  desire  for  stable  world  economic 
conditions.  As  to  trade,  it  was  possible  to  proceed  on  the  assump- 
tion that  there  would  be  agreement  on  the  need  for  expansion  of 

17  See  pp.  241-42. 
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both  the  production  and  the  exchange  of  goods.  But  as  to  the  post- 
war German  economic  order  there  could  be  no  common  assumptions 
until  it  had  been  decided  whether  to  suppress  or  to  reconstruct, 
whether  to  exact  penalties  or  to  draw  a  veil  over  the  past,  or  what 
intermediate  course  to  follow.  London  and  particularly  Washington 
were  rent  apart  from  within  on  fundamental  questions,  and  the 
heads  of  state,  who  had  gone  far  toward  the  adoption  of  disastrous 
expedients  from  which  they  were  rescued  only  with  difficulty,  in- 
stead of  using  the  authority  and  supplying  the  initiative  to  break 
the  deadlocks,  fluctuated  uncertainly  in  their  own  views  and  ignored 
their  most  qualified  advisers. 

Mr.  Churchill's  record  appears  little  better  than  the  President's. 
Both  on  dismemberment  and  on  the  economic  treatment  of  Germany 
he  appears  at  several  meetings  to  have  taken  positions  neither  then 
nor  later  sanctioned  by  the  cabinet.  It  is  a  curious  commentary  that 
the  views,  apparently  improvised  hastily,  which  he  adopted  on  those 
occasions,  were  concerned  with  the  very  same  subjects  on  which 
the  British  civil  servants  were  unavailingly  attempting  to  get  the  ear 
of  the  cabinet,  and  on  which  they  were  in  constant  dread  that  the 
Ministers  of  the  Crown  would  commit  serious  errors  through  making 
"snap"  decisions  without  taking  advice. 

Though  Mr.  Churchill's  actions  contributed  to  the  muddle  over 
Germany,  it  must  be  admitted  that  London  had  a  better  record  than 
Washington  on  postwar  German  matters.  But  the  credit  for  this 
should  go  mainly  to  civil  servants  rather  than  to  ministers,  to  White- 
hall and  not  to  10  Downing  Street.  Among  ministers,  however,  Mr. 
Eden  and  Mr.  Richard  Law  maintained  a  firm  and  intelligent  posi- 
tion, once  Mr.  Eden  had  dropped  support  for  dismemberment,  which 
I  do  not  believe  to  have  ever  been  favored  by  Foreign  Office  officials. 
Unfortunately,  while  the  organization  set  up  under  the  War  Cabinet 
ensured  both  initiative  and  coordination  on  German  matters  among 
civil  servants  in  the  appropriate  departments,  the  disagreement 
and  lack  of  foresight  and  interest  in  the  cabinet  itself  spoiled  the 
chances  of  British  leadership  among  the  Allies.  Great  as  a  war 
premier,  Mr.  Churchill  lacked  both  an  interest  in  and  a  clear  insight 
into  postwar  economic  and  social  matters. 

Though  the  hope  of  preliminary  Inter-Allied  conversations  on 
German  economic  matters  was  deferred  for  many  months  after  the 
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Quebec  meeting,  steps  were  taken  in  Washington  to  undertake  cer- 
tain studies  on  Germany  for  internal  use.  Before  the  end  of  Sep- 
tember 1944  a  letter  from  the  White  House  charged  the  admin- 
istrator of  the  Foreign  Economic  Administration  to  organize  studies 
"from  the  economic  standpoint  of  what  should  be  done  after  the 
surrender  of  Germany  to  control  its  power  and  capacity  to  make 
war  in  the  future."  This  work  was  to  assist  in  the  task  of  "seeing  to 
it  that  Germany  does  not  become  a  menace  again  to  succeeding 
generations."18 

Such  terms  of  reference,  which  were  obviously  influenced  by  the 
Morgenthau  plan,  pushed  the  FEA  studies  into  purely  negative 
channels.  During  the  interdepartmental  discussions  on  reparation 
in  the  Executive  Committee  on  Economic  Foreign  Policy,  the  FEA 
had  taken  an  even  more  moderate  position  than  the  State  Depart- 
ment: its  representatives  had  insisted  on  limiting  reparations  to  a 
very  short  period  and  had  opposed  acceptance  of  the  U.K.  suggestion 
that  after  ten  years  annual  payments  should  be  made  by  Germany 
to  offset  partly  her  economic  advantage  in  having  no  armaments  to 
maintain.  But  the  influence  of  the  FEA  was  subsequently  thrown 
on  the  opposite  side,  and  some  of  the  committees  which  it  set  up 
rivalled  the  Treasury  in  destructive  recommendations. 

The  bitter  internal  controversies  which  Secretary  Morgenthau  had 
started  in  Washington  soon  spread  to  American  Army  circles  abroad 
and  disrupted  the  constructive  work  of  the  past.  Dale  Clark  says : 

".  .  .  a  group  of  officials  in  the  Treasury  and  others  near  the  Secre- 
tary of  the  Treasury  had  actively  participated  in  the  military  govern- 
ment planning  to  the  point  where  officials  in  the  State  Department 
and  officers  in  the  Civil  Affairs  Division,  War  Department,  were  com- 
plaining of  the  necessity  for  clearing  papers  with  the  Treasury.  A 
former  Treasury  official  who  occupied  a  key  position  as  Director  of 
the  Finance  Division  of  SHAEF  was  commonly  referred  to  in  Lon- 
don as  a  Treasury  representative  in  uniform.  Contact  with  his  former 
chief,  the  Secretary  of  the  Treasury,  and  thence  to  the  White  House, 
gave  him  a  pronounced  advantage  in  negotiations  in  England.  .  .  . 

".  .  .  to  put  into  effect  the  military  and  foreign  policy  sponsored 
by  the  Secretary  of  the  Treasury  it  was  necessary  to  secure  the  rejec- 
tion of  the  draft  directives  prepared  by  the  European  Advisory  Coun- 

18  From  paragraph  7  of  letter  of  September  28,  1944,  from  President  Roosevelt 
to  Leo  Crowley. 
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cil.  The  planning  done  by  SHAEF's  German  Country  Unit  and  of 
its  successor,  the  U.S.  Group  Control  Council,  was  largely  dis- 
carded. .  .  ."19 

19  Dale  Clark,  "Conflicts  over  Planning  at  Staff  Headquarters,"  in  Carl  J. 
Friedrich  and  Associates,  American  Experiences  in  Military  Government  in  World 
War  II  (New  York,  Rhinehart),  1948,  pp.  224-25. 


CHAPTER   XVI 


Reparation  or 
"Deindustrialization"  ? 


W 


hen  the  war  ended  in  Europe,  the  Allies  of  1945 
were  no  more  prepared  to  deal  with  the  thorny 
and  difficult  problem  of  reparations  than  the  Allies  of  19 18  had  been 
at  the  end  of  the  First  World  War.  No  plans  or  policies  on  repara- 
tion had  been  agreed  on  among  the  Allies  or  even  by  the  govern- 
ments of  the  United  States  and  the  United  Kingdom.  The  Repara- 
tions Commission  provided  for  in  the  Yalta  Agreement  had  not 
even  begun  its  work.  Washington  was  still  unprepared  with  a  clear, 
well-thought-out  policy,  embodying  a  consensus  among  the  ap- 
propriate government  departments  and  studied  and  approved  at  top 
levels.  Apart  from  the  earnest  but  unsuccessful  efforts  of  small  groups 
of  civil  servants  in  London  and  Washington,  and  the  strong  recom- 
mendations in  Ambassador  Winant's  telegrams  to  Washington,  more 
than  five  years  of  wartime  opportunities  to  plan  for  this  vital  issue 
of  the  peace  had  been  thrown  away.  As  we  have  seen,  Washing- 
ton's inaction  had  prevented  discussion  of  reparation  on  the  Euro- 
pean Advisory  Commission  and  had  frustrated  our  desire  in  London 
to  arrange  preliminary  informal  talks  in  1943  and  1944  between 
British  and  American  and,  if  possible  also  French  and  Russian, 
experts  to  clear  the  ground  for  final  negotiations  at  political  levels. 
In  the  winter  of  1944- 1945,  despairing  of  any  initiative  in  Wash- 
ington, I  tried  to  impress  on  Lord  Keynes  the  desperate  need  of 
initiative  among  British  ministers  in  the  preparation  of  reasonable 
plans  on  reparation  and  other  German  economic  questions.  This  ap- 
peared to  me  to  be  a  far  more  important  subject  at  the  time  than 
Bretton  Woods  and  its  aftermath,  to  which  Keynes  had  given  so 
great  a  proportion  of  his  energies,  and  I  hoped  that  Keynes  would 
use  his  influence  in  the  right  direction.  But  this  time  he  was  not  only 
unresponsive ;  he  was  perverse.  His  attitude  was  defeatist,  and,  while 
admitting  that  there  was  a  muddle,  he  spoke  as  if  it  were  a  hopeless 
muddle,  and  as  if  nothing  could  be  done  about  it.  The  Morgenthau 
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plan  was  wrong,  of  course,  he  said,  but  even  the  Morgenthau  policy, 
if  pursued  consistently,  might  have  been  less  harmful  than  the  ex- 
isting hodgepodge  which  was  neither  one  thing  nor  the  other  but 
a  confused  blend  of  inconsistent  ideas.1  Now  the  position  was  hope- 
less. I  dissented  strongly,  and,  though  our  cordial  personal  relations 
were  unbroken,  we  remained  in  flat  disagreement  on  this  question.2 

When  the  Russians  took  the  initiative  and  at  Yalta  broke  the 
prolonged  inaction  with  their  abrupt  demands  for  immense  repara- 
tions, the  Western  Allies  were  placed  at  a  lasting  disadvantage  in 
negotiations  on  the  question. 

Although  it  had  been  agreed  at  Yalta  that  a  Reparations  Com- 
mission, composed  of  British,  American  and  Russian  representatives 
should  be  set  up  in  Moscow,  the  Commission  had  not  met  and  its 
work  had  not  begun  when  the  war  ended  in  Europe.  It  was  not  until 
the  war  was  drawing  to  a  close  in  March  1945  that  the  United 
States  component  of  the  commission  was  set  up.  At  first  the  way  was 
open  for  cooperation  between  it  and  the  State  Department  and  the 
United  States  representative  and  staff  on  the  European  Advisory 
Commission. 

But  the  work  on  reparation  and  the  policy  adopted  by  the  United 
States  component  of  the  Allied  Reparation  Commission  developed 
independently  of  the  work  of  the  United  States  component  of  the 
European  Advisory  Council.  The  reparation  group  was  appointed 
by  the  White  House,  and  Edwin  Pauley,  who  was  placed  at  its 
head  after  President  Roosevelt's  death,  paid  little  attention  either 
to  the  State  Department  or  to  the  United  States  group  on  the  Euro- 
pean Advisory  Council.  Contrary  to  the  intention  at  the  Moscow 
meeting  of  Foreign  Ministers  in  1943,  reparation  was  now  wholly 
severed  from  the  EAC.  The  lack  of  leadership  in  the  State  Depart- 
ment in  these  critical  earlier  months  of  1945  was  a  disaster.  Repara- 

1  History  may  have  appeared  to  him  to  be  repeating  itself.  Austin  Robinson,  in 
his  illuminating  essay,  "John  Maynard  Keynes"  {Economic  Journal,  March  1947, 
p.  24)  states  that,  "He  had  certainly  said  more  than  once  in  my  hearing  that  the 
fault  of  Versailles  was  that  it  had  failed  either  to  be  sufficiently  Carthaginian  or 
sufficiently  liberal." 

2  On  one  occasion,  in  giving  me  an  account  of  a  dinner  meeting  with  Bernard 
Baruch,  who  was  visiting  London,  he  commented  on  Mr.  Baruch's  cordiality  and 
added  with  a  twinkle,  "He  seemed  to  have  almost  forgiven  me  for  writing  a  book." 
This  was  a  reference,  of  course,  to  the  famous  Economic  Consequences  of  the 
Peace.  Mr.  Baruch  in  1919  had  deplored,  not  only  Keynes'  book  but  also  his  resigna- 
tion, apparently  on  the  ground  that  it  would  not  have  been  too  late  to  save  the 
situation.  For  a  fair  discussion  of  this  question  see  Austin  Robinson,  op.cit.,  p.  19-25. 
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tion,  if  it  was  to  be  made,  was  bound  to  affect  the  whole  economic 
order  in  Germany  and  it  was  unwise  to  place  the  formation  of  U.S. 
policy  on  it  in  the  hands  of  a  new  and  separate  group  which  pursued 
its  own  way  with  little  attention  to  other  groups  which  had  worked 
on  German  questions  for  some  time  and  were  still  working  on  aspects 
of  German  economic  matters  other  than  reparation. 

A  striking  illustration  of  the  disorganization  in  Washington  on 
German  matters  arose  over  the  question  when  the  U.S.  and  U.K. 
delegations  should  go  to  Moscow  to  begin  the  discussions  provided 
for  in  the  Yalta  agreement.  A  sharp  difference  had  arisen  with  the 
Soviet  Union  over  the  question  whether  France  should  be  admitted 
to  the  discussions.  Since  France  had  suffered  severely  from  German 
aggression  and  was  represented  on  the  European  Advisory  Com- 
mission, the  State  Department  and  the  Foreign  Office  strongly  held 
that  she  should  be  represented  on  the  Reparation  Commission  at 
Moscow.  Ambassador  Winant  asked  me  at  this  time  to  take  up 
with  the  Foreign  Office  a  request  he  had  received  from  the  State 
Department  to  endeavor  to  obtain  British  agreement  not  to  send 
the  U.K.  delegation  to  Moscow  until  this  issue  had  been  settled. 
The  State  Department  officials  feared  that  if  the  U.S.  and  U.K. 
delegations  went  to  Moscow  without  previous  understanding  on  the 
issue  there  would  be  no  hope  of  getting  the  U.S.S.R.  to  agree  to 
the  admission  of  France.  At  the  Foreign  Office  I  reached  an  under- 
standing with  Mr.  (now  Sir)  Reginald  Hall  Patch  that  the  British 
delegation  would  not  leave  London  until  I  informed  the  Foreign 
Office  that  the  State  Department  considered  the  time  had  come  to 
do  so.  A  few  weeks  later,  when  no  change  had  occurred  in  the 
U.S.S.R.  position  on  France,  the  Ambassador  asked  me  to  deal  with 
another  telegram  which  he  had  received  from  Washington  stating 
that  the  U.S.  reparations  group  was  leaving  for  Moscow  in  a  few 
days,  and  asking  blandly  what  the  British  group  was  doing  and 
when  it  intended  to  go  to  Moscow !  The  first  message  had  come  from 
the  State  Department  and  the  second  from  Edwin  C.  Pauley.  From 
the  beginning,  Mr.  Pauley  considered  himself  to  be  responsible  di- 
rectly to  President  Truman.  At  least  in  the  early  months  he  seems 
to  have  habitually  bypassed  the  State  Department.  After  a  time  this 
became  public  knowledge:  it  added  to  the  existing  confusion  and 
lowered  further  the  prestige  of  the  State  Department. 

The  complicated  question  of  restitution  of  property  looted  by  the 
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enemy  or  which  had  changed  hands  through  enemy  action  was 
another  economic  issue  thrown  into  confusion  by  the  dualism  in 
the  practice  of  foreign  policy  on  reparations  which  followed  Mr.  Paul- 
ey's appointment.3  In  London  we  had  the  earliest  acquaintance  with 
this  subject  when  an  Inter-Allied  committee,  on  which  I  sat  as  U.S. 
representative,  was  set  up  in  June  1942  and  produced  the  Allied 
declaration  of  non-recognition  of  forced  transfers  of  property.4  It 
was  understood  later  that  the  subject  would  be  dealt  with  by  the 
European  Advisory  Commission.5  The  State  Department  considered, 
even  after  the  reparation  group  had  been  set  up,  that  restitution 
should  remain  within  the  EAC.  Working  members  of  the  repara- 
tion staff  under  Mr.  Pauley  expressed  themselves  in  London  as 
satisfied  with  this  arrangement.  But  Mr.  Pauley  himself,  after  he 
had  gone  on  to  continental  Europe,  seems  to  have  made  a  direct 
and  successful  appeal  to  President  Truman  that  restitution  should  be 
transferred  from  the  European  Advisory  Commission  staff  to  the 
reparation  group.  Actually,  of  course,  there  was  no  close  connection 
between  restitution  and  reparation.  When  a  looted  object  had  been 
destroyed  completely,  restitution  might,  on  one  interpretation,  con- 
sist in  the  transfer  of  a  similar  object  in  compensation  if  one  were 
available.  But  a  large  part  of  restitution  consisted  in  highly  technical 
legal  questions  concerning  ownership  and  transfer,  involving  the 
European  Allies  and  neutrals.  It  was  above  all  desirable  that  ma- 
chinery should  be  set  up  to  deal  with  this  promptly,  since  the  longer 
the  delay  the  more  difficult  it  was  to  trace  the  looted  objects — many 
of  which  had  crossed  national  boundaries — and  the  more  complicated 
became  the  legal  questions  involved.  The  Foreign  Office  held  that 
a  separate  administrative  organization  should  be  established  to  deal 
with  restitution.  They  pointed  out  that  the  decision  after  the  First 
World  War  to  place  the  administration  of  restitution  in  the  hands 
of  the  Reparations  Commission  had  delayed  action  on  restitution 

3  In  a  formal  sense,  of  course,  all  external  matters  are  the  responsibility  of  the 
President,  and  the  Secretary  of  State  is  merely  an  adviser  to  the  President.  But  in 
practice  it  would  be  impossible  for  a  President,  even  if  he  wished  to  do  so,  to  pass 
on  the  countless  issues  in  external  policy  that  arise  from  day  to  day  and  on  most 
of  which  he  has  no  experience  or  knowledge. 

4  See  p.  160. 

5  Since  it  involved  all  the  European  Allies  it  could  not  be  disposed  of  by  the 
members  of  EAC  alone.  But  provision  had  been  made  in  the  terms  of  reference  of 
the  EAC  to  set  up  appropriate  machinery  to  consult  and  reach  agreements  with  the 
other  European  Allies. 
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until  it  became  extraordinarily  difficult  to  trace,  to  prove  the  origin, 
and  to  provide  for  the  return  of  stolen  property.  Ambassador  Winant 
and  his  advisers  on  the  European  Advisory  Council  agreed  with 
this  viewpoint,  and  an  informal  paper  on  restitution  had  already 
been  placed  before  the  EAC  for  early  discussion  when  all  previous 
arrangements  were  overturned  by  Mr.  Pauley's  action.  The  only  re- 
sult was  to  delay  progress. 

In  the  preparations  for  the  peace  no  subject  was  more  bungled 
than  that  of  reparation.  In  seeking  an  explanation  we  must  consider 
not  only  the  nature  of  the  machinery  for  the  formation  of  policy 
but  also  the  ideas  in  the  minds  of  those  who  framed  the  policy.  To 
those  at  the  top  level  in  the  governments  concerned,  reparation  was 
one  question  out  of  very  many  competing  questions,  and  it  was  far 
from  being  a  leading  question,  except  perhaps  to  M.  Stalin.  They 
had  no  time  to  examine  it  fully  and  were  always  prone  to  make 
snap  judgments.  But  the  impulses  of  President  Roosevelt  and  Mr. 
Churchill  were  undoubtedly  humanitarian,  and  they  both  believed 
that  the  attempt  to  exact  reparation  after  the  First  World  War  had 
been  a  disaster  which  they  had  no  desire  to  repeat  after  the  Second. 
At  Yalta  the  President  seems  to  have  been  reluctant  at  the  start 
to  consider  reparations  at  all.6  Neither  the  President  nor  the  Prime 
Minister  seemed  well  acquainted  with  the  views  of  his  advisers. 
There  is  no  reason  to  suppose  that  the  President  ever  desired  repara- 
tion to  be  used  as  an  instrument  for  revenge  or  for  ulterior  purposes. 
He  seems  to  have  been  concerned  most  of  all  to  stave  off  extravagant 
Russian  claims. 

The  reparation  measures  drawn  up  after  the  Second  World  War 
were  shaped  largely  by  motives  that  had  little  to  do  with  reparation. 
The  Soviet  Union  was  genuinely  interested  in  reparation.  France, 
though  she  was  kept  out  of  the  reparation  discussions,  was  anxious 
to  obtain  coal  but  was  more  concerned  that  priorities  for  exports 
over  domestic  consumption  should  be  enforced  on  Germany  than 
that  the  coal  should  be  delivered  free.  The  doctrinal  basis  of  the 
measure  finally  drawn  up  may  be  found  in  the  belief,  first,  that 
reparations  "in  money" — that  is,  in  periodic  payments  by  Germany 
that  might  be  used  to  purchase  goods  in  Germany  at  the  discretion 
of  the  receiving  country  or  to  purchase  other  currencies  to  buy  goods 

6  Sherwood,  Roosevelt  and  Hopkins,  op.cit.,  p.  861-62. 


280  REPARATION  OR  (<DE INDUSTRIALIZATION"? 

elsewhere — were  chiefly  responsible  for  the  failure  of  reparations 
after  the  First  World  War  and  must  be  avoided  after  the  Second; 
next,  that  if  reparations  were  made  only  in  specified  quantities  of 
goods,  currency  and  exchange  difficulties  would  be  avoided;7  and, 
finally  that  the  goods  assigned  to  reparations  should  be  mainly 
producer  goods  dismantled  from  German  factories. 

The  idea  that  reparations  in  kind  avoided  all  financial  and  ex- 
change difficulties  seems  to  have  been  carelessly  adopted  without 
careful  consultation  with  experts  who  had  thoroughly  studied  the 
experience  of  the  1920's.  An  idea  which  had  a  strictly  limited  ap- 
plication was  elevated  into  a  dogma.  In  the  present  machinery  of 
government,  this  has  frequently  happened,  especially  in  the  stress 
of  wartime,  when  the  leading  statesmen  are  called  on  to  make  rapid 
decisions  on  a  variety  of  matters  in  a  short  time.  An  adviser  or 
a  group  of  advisers  state  a  proposition  or  an  idea  and  carefully 
qualify  it  in  detail.  The  statesman,  who  has  other  matters  urgently 
awaiting  attention,  remembers  and  later  acts  on  the  opening  proposi- 
tion but  forgets,  if  he  ever  grasped,  the  qualifications  and  limitations. 
Thus  are  great  affairs  of  State  sometimes  disposed  of.8 

To  explain  the  origin  of  the  third  aspect  of  reparation  policy  it 
is  necessary  to  go  beyond  reparation.  There  were  two  aims  behind 
the  idea  of  stripping  Germany  of  capital  equipment.  One  was  to 
make  reparation  for  the  capital  equipment  destroyed  by  Germany : 
this  played  a  large  and,  one  suspects,  the  main  part  in  Russian  policy. 
The  other  was  to  destroy  German  manufacturing  industry  in  the 
belief  that  by  doing  so  a  future  war  could  be  prevented  or  post- 
poned. This  aim  appears  to  have  influenced  United  States  adoption 
of  the  policy  of  concentrating  reparation  wholly  on  the  removal 
of  capital  equipment  from  Germany.  During  the  meeting  in  Wilt- 
shire in  August  1944,  at  which  Mr.  Morgenthau  expounded  his 
ideas  of  policy  toward  postwar  Germany,  he  reacted  against  the 
British  views  on  reparation  which  I  described  at  the  outset,  and 
seemed  to  oppose  reparation  on  the  ground  that  it  would  maintain 
or  increase  Germany's  capacity  to  produce,  which  he  desired  to 
curtail  drastically.  But  he  later  perceived  that  reparation  could  be 

7  This  position  was  held  by  the  U.S.S.R.  as  well  as  the  U.S.  and  U.K.  and  was  ex- 
plicitly stated  by  Marshal  Stalin  at  the  Yalta  Conference. 

8  Jacob  Viner  has  clearly  pointed  out  the  error  of  assuming  that  all  the  difficulties 
of  transfer  of  reparations  are  removed  by  the  adoption  of  reparation  in  kind.  See 
Foreign  Affairs,  "German  Reservations  Once  More,"  July  1943,  pp.  659-73. 
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reconciled  with  "deindustrialization"  by  dismantling  industrial  plants 
and  removing  them  to  other  countries  instead  of  destroying  them 
with  explosives  where  they  stood.  When  the  special  reparation  group 
was  formed  in  March  1945  and  began  to  look  around  for  ideas  on 
reparation  policy,  Dr.  Harry  White  tried  to  convince  them  that 
reparation  should  take  the  form  of  large-scale  removal  of  German 
industrial  equipment.  Reparation  in  the  form  of  periodical  deliveries 
of  raw  materials  or  manufactured  goods  would  only  preserve  or  in- 
crease the  productive  capacity  which  Germany  could  turn  to  war 
purposes  later.  This  explains  an  important  difference  in  principle 
between  the  U.S.  and  the  U.S.S.R.  reparation  policies  at  the  out- 
set :  both  aimed  at  the  removal  of  capital  equipment,  but  the  former 
desired  also,  while  the  latter  opposed,  periodical  transfers  of  raw 
materials  and  manufactures.  The  Russians  wanted  coal  but  Mr.  Mor- 
genthau  wished  to  wreck  the  German  coal  mines. 

The  Russian  proposals  were  expressed  in  their  most  extreme  form 
at  the  Yalta  Conference  in  February  1945,  the  month  before  the  U.S. 
reparation  group  was  formed  in  Washington.  Mr.  Byrnes  reports 
Mr.  Maisky  as  stating: 

"Our  plan  foresees  that  reparations  in  kind  should  be  demanded 
from  Germany  in  two  ways.  First,  withdrawals  from  the  national 
wealth  of  Germany.  That  means  factories,  land,  machinery,  machine 
tools,  rolling  stock  of  railways,  investments  in  foreign  enterprises, 
and  so  on.  Second,  yearly  payments  in  kind.  .  .  . 

"The  removal  of  capital  wealth  was  to  be  completed  in  two  years 
and  the  yearly  payments  in  ten  years.  Eighty  per  cent  of  German 
industry  should  be  removed."9 

But  a  policy  which  originates  in  one  reason  is  often  continued  for 
another.  Morgenthau's  indirect  influence  was  strong  when  the  repa- 
ration group  was  formed  but  waned  after  the  death  of  President 
Roosevelt.  It  would  undoubtedly  have  declined  in  any  case  in  1945 : 
if  President  Roosevelt  had  lived  he  would  have  had  to  turn  his  full 
attention  to  postwar  German  matters  for  the  first  time  and  his  con- 
structive mind  would  have  set  aside  the  remnants  of  the  Morgenthau 
plan.  But  the  reparation  issue  came  to  be  dominated  more  and  more 
by  the  attitude  and  the  practices  of  the  Sovet  Union,  and  the  op- 
position of  the  United  States  to  reparation  deliveries  of  raw  ma- 
terials and  manufactured  goods  continued,  although  the  grounds  on 

9  James  F.  Byrnes,  Speaking  Frankly,  op.cit.,  p.  26. 
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which  it  was  originally  based  had  been  first  modified  and  then  re- 
jected. The  necessity  of  checking  Russia's  exorbitant  demands  on 
Germany  and  her  efforts  to  get  a  foothold  in  the  Ruhr,  and  the 
realization  that  while  the  U.S.  and  the  U.K.  were  pouring  relief 
into  Germany  the  payment  of  reparation  by  Germany  would  be  made 
at  the  expense  of  the  British  and  American  taxpayer,  later  supplied 
valid  grounds  for  a  policy  originally  advocated  on  grounds  now  unac- 
ceptable. 

The  attitude  of  the  Soviet  Union  dominated  the  course  of  the 
critical  reparation  discussions  of  1945.  In  May  Mr.  Pauley  and  his 
group  arrived  in  London  on  their  way  to  Moscow  and  held  a  brief 
informal  discussion  with  the  U.K.  reparation  group.  Before  he  left 
I  heard  Mr.  Pauley  express  his  intention  of  trying  to  clear  up  the 
business  of  the  Reparation  Commission  in  Moscow  in  about  three 
weeks !  His  ability  in  the  oil  business  had  brought  him  wealth  and 
prominence  but  he  was  new  to  inter-governmental  negotiations, 
which  require  very  different  qualities  and  experience.  Above  all,  he 
did  not  yet  understand  the  peculiar  difficulties  of  negotiating  with 
the  Russians.  In  this  he  was  no  worse  off  than  Mr.  Byrnes  was  in 
his  early  days  as  Secretary  of  State.  Apparently  Mr.  Pauley  and 
Mr.  Byrnes  both  conceived  of  negotiations  with  the  Russians 
as  a  process  of  bargaining  in  which  real  compromises  were  made 
by  both  sides.  Mr.  Pauley  understood  the  art  of  bargaining  in  such 
conditions :  he  played  his  hand  astutely,  not  allowing  his  opponent 
to  read  his  mind  or  foresee  how  far  he  would  go.  Yet  his  ventures 
into  reparations  were  as  great  a  failure  as  his  ventures  into  oil  had 
been  a  success. 

There  were,  I  suggest,  two  reasons  for  this.  First,  he  did  not  have 
the  patience  required  in  negotiating  with  the  Russians.  Presumably, 
in  negotiations  on  oil  both  sides  desire  to  reach  decisions  within  a 
reasonable  period  of  time,  and  Mr.  Pauley  was  taken  aback  when 
he  found  that  Russian  negotiators  are  in  a  hurry  only  when  they 
hope  to  obtain  unilateral  concessions  from  the  other  side,  and  are 
capable  otherwise  of  sticking  woodenly  to  their  position  day  after 
day,  week  after  week,  and  month  after  month ;  of  evading,  procrasti- 
nating, and  (if  they  give  ground  at  all)  of  seeking  to  regain  it  by 
outflanking  manoeuvers.  Second,  it  may  be  presumed  that  a  negotia- 
tor on  oil  always  knows  what  he  wants  and  sets  a  precise  aim  before 
him.  But  in  the  reparation  negotiations  Mr.  Pauley  showed  no  evi- 
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dence  of  any  strong  convictions  of  what  ought  to  be  done ;  he  seems 
to  have  taken  over  an  essentially  negative,  sketchy,  hastily  conceived, 
and  imprecise  plan  to  combine  reparation  with  partial  deindustrializa- 
tion  of  Germany.  In  the  end  he  abruptly  dropped  the  subject  and  went 
home,  leaving  to  others  the  herculean  task  of  attempting  to  build  a 
workable  scheme  out  of  vague  and  ambiguous  "principles." 

The  discussions  of  the  Reparation  Commission  in  Moscow  were 
long-drawn-out  but  ended  in  complete  failure,  and  the  Potsdam  Con- 
ference started  on  July  17,  1945,  with  reparation  as  an  open  question 
on  which  decisions  were  urgently  needed  but  not  even  the  most  rudi- 
mentary agreement  had  been  reached,  although  Germany  had  been 
occupied  about  three  months.  In  these  circumstances  it  is  not  surpris- 
ing that  the  agreement  on  reparations  at  Potsdam  was  hastily  drafted, 
vague  and  unsound,  and  destined  to  touch  off  international  contro- 
versies which  have  not  yet  been  resolved  harmoniously.  It  was  a 
last-moment  improvisation  made  in  a  desperate  effort  to  break  a 
prolonged  stalemate.  It  is  a  page  of  history  which  does  no  credit  to 
any  of  the  countries  involved  in  it. 

The  future  historian  who  surveys  both  World  Wars  will  find 
hardly  more  wisdom  in  the  reparation  provisions  of  the  Potsdam 
Agreement  in  1945  than  in  those  of  the  Versailles  Treaty  in  1919. 
Both  conferences  affirmed  an  unlimited  responsibility  of  Germany 
to  make  reparation.  Both  recognized — the  Versailles  Treaty  explicitly 
and  the  Potsdam  Agreement  implicitly — that  this  responsibility  could 
not  be  discharged  fully.  The  Versailles  Treaty  specified  an  amount  to 
be  paid  over  the  first  2]A,  years10  but  for  the  rest  it  set  up  a  Reparations 
Commission  to  estimate  the  amount  of  "damage  done  to  the  civilian 
population  of  the  Allied  and  Associated  Powers"  by  German  aggres- 
sion11 and  to  "draw  up  a  schedule  of  payments  prescribing  the  time 
and  manner  of  securing  and  discharging  the  entire  obligation"  by 
1 95 1.12  The  Potsdam  Agreement  was  extraordinarily  vague  as  to  the 
total  amount.  Section  IV,  headed  "Reparations  from  Germany" 
specified  no  total  amount  but  indirectly  limited  the  "amount  and 
character  of  the  industrial  capital  equipment"  that  might  be  taken  as 
reparations  to  that  which  was  "unnecessary  for  the  German  peace 

10  The  Reparations  Commission  was  to  determine  the  manner  of  payment  which 
might  be  in  goods  or  "money." 

11  See  Articles  232  and  233  and  Annex  I  to  Section  VIII  of  the  Treaty. 

12  Article  233. 
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economy."13  The  reader  seeking  light  on  this  has  to  turn  away  from 
the  section  on  reparations  to  the  section  on  "Economic  Principles," 
where  he  finds  among  the  aims  of  Allied  controls  to  be  imposed  on 
the  German  economy  the  following: 

"To  assure  the  production  and  maintenance  of  goods  and  services 
required  to  meet  the  needs  of  the  occupying  forces  and  displaced 
persons  in  Germany  and  essential  to  maintain  in  Germany  average 
standards  of  living  not  exceeding  the  average  of  the  standards  of 
living  of  European  countries.  .  .  ,"14 

From  these  scattered  statements  it  seemed  to  follow  that  repara- 
tions in  the  form  of  "industrial  equipment"  were  to  amount  to  the 
difference  between  the  existing  equipment  and  that  which  was  con- 
sidered necessary  to  maintain  a  "standard  of  living"  equal  to  the 
average  of  that  of  Europe. 

If  it  were  not  for  its  grave  effects  on  economic  reconstruction,  this 
astonishing  formula  would  be  an  excellent  subject  for  wit  and  humor 
at  the  expense  of  its  authors.  It  would  be  difficult  to  find  in  the 
recorded  history  of  international  relations  a  more  intellectually  dis- 
reputable and  administratively  unworkable  formula  for  determining 
the  economic  fate  of  a  nation.  It  abounded  in  ambiguity  and  was 
fertile  in  opportunities  for  dissension.  The  satirists  who  parody  the 
vagueness  of  language  of  international  diplomacy  would  be  hard  put 
to  find,  when  it  comes  to  measurable  quantities,  a  vaguer  term  than 
"standards  of  living."  But  the  human  imagination  stands  baffled  at 
the  conception  of  an  "average  standard  of  living"  among  the  hetero- 
geneous peoples  and  countries  of  Europe.  And  human  ingenuity  and 
resourcefulness  would  be  exhausted  long  before  a  way  could  be  found 
to  impose  such  an  imaginary  "standard"  on  a  population  of  seventy 
million  people.  Not  the  most  socialistic  of  socialists  could  conceive  of 
successful  economic  planning  on  such  a  scale  as  this.  Regimented 
production  and  consumption  would  have  to  be  enforced  on  a  scale 
that  would  reduce  the  seventy  million  victims  to  automatons. 

It  has  been  said  by  apologists  for  the  Potsdam  Agreement  that  some 
sort  of  agreement  on  reparations  was  essential  because  the  Russians 
were  already  removing  capital  equipment  from  the  zone  which  they 

13  Section  iv,  par.  6. 

14  This  formula  should  be  compared  with  that  in  JCS  1067  (pt.  II,  par.  21)  which 
specified  the  lowest  instead  of  the  average  standard  of  living  among  Germany's 
neighbors. 
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occupied.  This  hardly  appears  convincing.  The  effect  of  the  agree- 
ment was,  first,  merely  to  legalize  Soviet  looting  of  their  zone  without 
giving  the  Western  Allies  any  control  over  its  extent;  and,  second, 
to  present  the  U.S.S.R.  with  a  claim  on  the  production  of  the  Western 
Zones — a  claim  which  was  to  become  a  source  of  future  trouble  for 
the  Western  Allies.  In  international  affairs  generally  it  is  dangerous 
to  assume  that  any  agreement  is  better  than  no  agreement :  in  this 
particular  case  it  is  difficult  to  discover  that  the  conclusion  of  the 
agreement  had  any  advantages  over  an  adjournment  without  agree- 
ment, leaving  negotiations  to  be  continued  elsewhere.  Acceptance  of 
a  hasty  agreement  for  the  sake  of  agreement  is  the  worst  possible  way 
of  dealing  with  the  Soviet  Union.15 

The  vague  formula  for  reparations  in  the  Potsdam  Agreement  had 
to  be  interpreted  in  one  way  or  another.  A  peremptory  clause  (IV,5) 
stated  that,  "The  amount  of  equipment  to  be  removed  from  the 
Western  Zones  on  account  of  reparations  must  be  determined  within 
six  months  from  now  at  the  latest."  Doubtless  those  who  drafted  this 
clause  felt  assured  the  labors  needed  to  put  it  into  effect  would  be 
performed  by  others.  Just  after  the  Potsdam  Agreement  was  signed, 
Mr.  Pauley  made  the  extraordinary  statement  that  the  reparation 
policies  were  "clearly  defined  and  complete,  though  of  a  very  general 
character."16  In  a  letter  to  General  Lucius  Clay  he  stated,  "There  is 
left  with  you  and  the  Control  Council  .  .  .  the  whole  problem  of 
administering  the  reparations  plan  and  deciding  both  when  and  what 
production  facilities  shall  be  removed  from  Germany  as  repara- 
tions."17 With  that  Mr.  Pauley  and  his  staff  gave  up  and  went  home, 
and  Mr.  Pauley,  before  moving  on  to  fresh  fields,  told  the  American 
public18  that  "the  reparations  plan  is  thoroughly  workable  and  .  .  . 
embraces  all  the  basic  policies  required  for  active  administration.  For 
this  administration  the  responsibility  rests  solely  with  the  occupying 
authorities.  .  .  ."  He  repeated  the  fallacious  historical  interpretation 

15  In  view  of  the  high  quality  of  the  work  of  British  civil  servants,  both  temporary 
and  permanent,  on  German  reparation  and  economic  security  it  is  puzzling  to  me 
that  the  U.K.  assented  to  the  agreement  and  apparently  took  little  initiative  at  any 
stage  during  the  conference  to  produce  a  better  one  and  fight  for  it. 

16  B.  U.  Ratchford  and  W.  D.  Ross,  Berlin  Reparations  Assignment  (Chapel 
Hill,  University  of  North  Carolina  Press),  1947,  p.  45. 

17  ibid.,  p.  46. 

18  See  Department  of  State  Bulletin,  September  2,  1945,  pp.  308-09  for  the  full 
statement. 
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which  had  become  fashionable :  "We  believe  we  have  avoided  the 
errors  that  rendered  the  settlement  after  World  War  I  a  failure.  We 
are  not  going  to  rebuild  a  strong  Germany  in  order  to  pay  reparations. 
We  are  giving  out  no  blank  checks  without  knowing  what  is  in  the 
bank.  We  are  dealing  in  things  which  we  have  at  hand  or  which  we 
know  we  shall  have.  Where  we  have  steel  mills,  we  are  dealing  in 
existing  steel  capacity,  not  in  hypothetical  or  unearned  dollar  values." 

The  strange  conception  that  difficulties  arising  out  of  the  use  of 
monetary  measurements  and  the  operations  of  monetary  institutions 
were  avoided  by  the  arrangements  made  at  Potsdam  is  not  easy  to 
account  for  today.  It  is  sometimes  forgotten,  however,  that,  so  far  as 
American  acceptance  of  the  plan  to  seize  and  remove  capital  equip- 
ment as  reparation  was  influenced  by  those  who  wished  to  destroy 
German  industry,  the  monetary  question  was  irrelevant.  Mr,  Morgen- 
thau  as  well  as  the  FEA  group,  the  War  Department  group  and  cer- 
tain members  of  the  reparation  group  who  sympathized  with  him 
would  not  have  been  moved  by  arguments  on  the  economic  merits  and 
demerits  of  different  methods  of  obtaining  reparations.  They  were 
interested,  not  in  reparations  but  in  the  deindustrialization  of  Ger- 
many. Even  if  it  could  have  been  shown  that  this  was  a  costly  method 
of  obtaining  reparations,  they  would  have  been  in  favor  of  paying 
the  price. 

As  it  was,  however,  no  study  seems  to  have  been  made  in  any  quar- 
ter of  the  economics  of  stripping  factory  equipment,  moving  it  from 
one  country  to  another,  and  attempting  to  bring  it  into  production  in 
a  new  environment.  Yet  this  was  the  fundamental  question  on  which 
the  decisions  of  policy  should  have  been  made.  And  "hypothetical  or 
unearned  dollar  values" — or  other  currency  values — were  essential 
to  the  inquiry.  The  cost,  including  the  labor,  of  pulling  down  factories 
and  heavy  machinery,  transporting  them  to  distant  places,  recon- 
structing them,  and  bringing  them  into  operation  there  should  have 
been  set  off  against  the  hypothetical  earnings.  But  even  this  could 
not  be  worked  out  by  taking  each  item  in  isolation.  The  industrial 
wounds  of  Europe  could  not  be  healed  by  wrenching  apart  the  great 
industrial  area  of  the  Ruhr,  with  its  intricate  network  of  relationships 
between  industry  and  industry,  between  plant  and  plant,  between 
production  and  finance,  and  by  scattering  the  equipment  over 
various  parts  of  Europe  and  the  Soviet  Union.  An  industrial  area  is 


REPARATION  OR  "dEINDUSTRIALIZATION"?  287 

an  organism  rather  than  a  conglomeration  of  small,  self-contained 
units,  and  the  sum  of  the  fragments  that  would  be  set  up  would  not 
be  equal  to  the  whole  that  had  been  torn  down. 

The  officers  in  the  U.S.  military  government  on  whom  the  task 
of  shaping  a  reparation  plan  was  thrust  were  far  from  sharing  Mr. 
Pauley's  "keen  satisfaction"19  with  the  Potsdam  Agreement.  They 
faced  the  formidable  task  not  only  of  building  up  a  detailed  plan  from 
a  few  vague  and  ambiguous  general  statements  but  also  of  coming  to 
an  agreement  on  every  detail  with  the  British,  French,  and  Russians 
on  the  Control  Council.  Moreover,  the  text  of  the  treaty  itself  provided 
that  the  work  "must"  be  completed  in  six  months.  Fortunately,  the 
history  of  their  efforts  has  been  fully  written  by  two  of  those  who 
took  part  in  the  work.20  These  writers  point  out  that,  "Not  a  single 
representative  from  the  U.S.  reparations  group  remained  in  Berlin  to 
explain  how  the  group  had  functioned  and  to  provide  continuity  in 
the  work.  Only  a  handful  of  documents  and  materials  was  left  .  .  . 
there  was  a  complete  break  in  U.S.  reparations  work,  and  the  task 
was  transferred  to  an  organization  which  was  neither  prepared  nor 
equipped  to  carry  it  on."21 

Notwithstanding  the  large  U.S.  staff  in  military  government,  it 
was  extremely  difficult  to  assemble  even  a  skeleton  staff  to  do  the 
necessary  spadework.  An  improvised  staff,  described  as  the  German 
Standard  of  Living  Board,  attempted  to  estimate  for  Germany  a 
standard  of  living  "not  exceeding  the  average  of  the  standards  of 
living  of  European  countries."22  This  was  the  first  of  the  innumerable 
phony  estimates  made  in  answer  to  a  phony  question.  It  was  made  in 
good  faith  by  conscientious  and  competent  workers  who,  however, 
were  called  upon,  not  only  to  make  bricks  without  straw,  but  to  make 
them  according  to  a  formula  that  would  ensure  the  speedy  collapse 

19  ibid. 

20  B.  U.  Ratchford  and  W.  D.  Ross,  Berlin  Reparations  Assignment  (Chapel 
Hill,  University  of  North  Carolina  Press),  1947.  This  work,  which  is  written  from 
a  refreshingly  independent  point  of  view,  will  be  indispensable  to  future  historians. 
It  throws  much  needed  light  on  the  actual  processes  by  which  decisions  were  made, 
notably  at  "high  levels,"  as  well  as  the  extraordinary  shifts  to  which  less  exalted 
working  officials  were  obliged  to  resort  at  times  in  order  to  carry  out  their  instruc- 
tions. It  is  a  valuable  corrective  to  many  academic  studies  on  international  rela- 
tions. However,  the  reparations  muddle  should  not  be  taken  as  characteristic  of 
government  operations ! 

21  ibid.,  p.  70. 

22  Potsdam  Agreement  III,  B,  14  (b). 
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of  any  structure  that  might  be  built  with  them.  As  Ratchford  and 
Ross  state,  'With  only  a  month  in  which  to  produce  the  first  report, 
the  .  .  .  board  could  not  allow  itself  to  be  held  up  by  problems  which, 
because  of  their  complexity,  lack  of  data,  etc.,  could  not  be  solved 
quickly."23  The  assumptions  and  methods  are  described  by  these 
authors,  and  space  cannot  be  given  to  them  here.24  It  should  be  said, 
however,  that  even  they  give  little  idea  of  the  jumps  and  the  imagina- 
tive feats  involved  in  the  determination  of  the  "average  standard  of 
living  of  Europe."  These  extraordinary  computations  led  to  the  con- 
clusion that,  "the  German  standard  would  have  to  be  reduced  to 
about  74  per  cent  of  its  1930- 1938  average.  ..."  This  was  found  "by 
coincidence"  to  be  approximately  equal  to  the  actual  standard  in  1932. 

"It  was  decided,  therefore,  that  the  pattern  of  German  production 
and  consumption  for  1932,  with  certain  important  exceptions  because 
of  distortions  caused  by  depression  conditions,  might  be  taken  as  a 
guide  to  the  production  and  consumption  which  should  prevail  in  the 
postwar  economy  .  .  .  this  basic  formula  .  .  .  became  the  basis  of  all 
future  negotiations,  and  no  other  comparable  formula  was  ever  offered 
by  any  other  group."25 

This  was  surely  an  unfortunate  coincidence  and  if  the  political 
insight  of  the  American  group  had  been  equal  to  their  statistical 
ingenuity,  they  would  have  carefully  concealed  it  and  stated  their 
basis  as  a  hypothetical  one.  It  is  no  wonder  that  Mr.  Stolper  pointed 
out  that,  ".  .  .  the  economic  conditions  of  1932  were  just  the  environ- 
ment that  brought  Hitler  to  power.  It  was  the  year  of  6  to  8  million 
unemployed,  about  half  of  Germany's  industrial  working  force  .  .  . 
the  wisdom  of  the  Level  of  Industry  Plan  boiled  down  to  perpetuating 
a  revolutionary  situation  which  had  once  thrown  the  world  into  its 
worst  catastrophe."26 

The  next  step,  which  was  to  obtain  agreement  on  the  Control 
Council  on  a  detailed  plan  of  action,  was  even  more  strewn  with  pit- 
falls. The  details  are  described  by  Ratchford  and  Ross.  To  my  mind, 
one  of  the  most  important  lessons  for  posterity  is  that  it  is  not  only 

23  Ratchford  and  Ross,  op.cit.,  p.  74.  They  were  working  in  a  ruined  city  without 
access  to  substantial  source  materials  even  on  Germany ! 

24  ibid.,  Ch.  VII. 

25  ibid.,  p.  79. 

26  Gustav  Stolper,  German  Realities  (New  York,  Reynal  and  Hitchcock),  1947, 
P-  145. 
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futile  but  internationally  disastrous  to  make  the  construction  of  a 
' 'technical"  scheme  the  subject  of  political  bargaining.  Even  if  the 
basis  of  the  reparation  scheme  had  been  sensible  and  intelligible,  no 
workable  plan  could  have  been  drawn  up  if  each  figure  had  been  made 
the  subject  of  what  Ratchford  and  Ross  have  aptly  described  as  a 
poker  game.27  The  "permitted  levels"  of  the  different  industries  were 
of  course  supposed  to  be  interdependent,  but  the  bargaining  showed 
little  trace  of  it.  The  level  of  steel  production  was  perhaps  the  most 
disputed  of  all. 

Recent  American  critics,  particularly  members  of  Congress  and  of 
the  ECA,  and  American  journalists  abroad,  who  have  sharply  at- 
tacked the  British  and  French  for  not  being  ready  at  once  to  cancel  all 
reparation  deliveries,  would  do  well  to  study  the  history  of  American 
policy.  It  was  the  British  and  not  the  American  plan  which  proposed 
much  the  highest  levels  of  German  industry,  notwithstanding  the 
greater  losses  the  British  had  suffered  and  the  greater  extent  to  which 
they  were  open  to  German  competition.  Notably  the  U.S.,  under 
direct  insistence  by  General  Clay,  lined  up  with  the  Soviet  Union  in 
insisting  that  the  annual  production  of  steel  be  limited  to  5.8  million 
tons,  as  against  strong  British  pressure  for  at  least  9.0  million  tons.28 
The  scheme  as  it  came  out  of  the  Control  Council  made  little  sense. 
Stolper  no  doubt  exaggerated  but  one  can  feel  much  sympathy  with 
him  when  he  said,  "The  Level  of  Industry  Plan  will  long  be  remem- 
bered as  a  unique  specimen  of  human  folly  clothed  in  the  pretentious 
garb  of  scholarly  terminology.  If  anything  was  needed  to  discredit  the 
authority  of  economists  and  statisticians,  this  document  did  it."29 

I  am  not  quite  sure  whether  Ratchford  and  Ross  are  indulging 
in  elaborate  irony  or  expressing  pent  up  feelings  of  satisfaction  and 
relief  at  the  end  of  a  task  to  which  they  had  given  such  unsparing 
and  thankless  service,  when  they  conclude  their  account  with  ap- 

27  ".  .  .  if  some  total  stranger  had  been  brought  into  the  conference  room  on  that 
afternoon,  completely  unaware  of  where  he  was  or  what  was  going  on,  he  might 
well  have  thought  that  a  poker  game  was  in  progress."  Ratchford  and  Ross,  op.cit., 
p.  172. 

28 1  followed  the  course  of  this  controversy  from  London,  being  in  touch  with  the 
British  expert  who  reached  the  figure  of  9  million  tons.  He  is  well  known  for  his 
thorough  knowledge  of  the  techniques  of  the  iron  and  steel  industry  and  of  its  or- 
ganization and  history  in  continental  Europe  and  the  U.S.  as  well  as  the  U.K.  The 
U.S.  figure  of  5.8  million  tons  was  decided  on  by  General  Clay  against  the  recom- 
mendations of  his  advisors. 

29  Stolper,  op.cit.,  p.  145. 
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parent  solemnity  by  saying,  'The  Plan  for  Reparations  and  the 
Level  of  Postwar  German  Economy  in  accordance  with  the  Berlin 
Protocol  was  announced  to  the  world  at  18:00  hours  on  March  28, 
1946. 

"An  historic  document  was  written." 

However,  the  stripping  of  capital  equipment  was  by  no  means 
the  only  form  of  reparation  which  Germany  was  called  on  to  make 
after  the  Second  World  War.  The  Potsdam  Agreement  provided 
that  the  German  merchant  marine  was  to  be  divided  first  among 
the  U.S.,  U.K.,  and  U.S.S.R.,  each  of  them  being  obliged  to  give 
appropriate  quantities  to  other  Allies  which  had  lost  shipping  during 
the  war.30 

Next,  the  whole  of  Germany's  external  assets  were  to  be  seized 
by  the  countries  in  whose  jurisdiction  they  lay.  This  seems  to  have 
been  taken  for  granted  in  postwar  plans  on  Germany,  and  no  dis- 
crimination was  made  between  ordinary  business  assets  and  assets 
acquired  through  German  looting.  In  the  Inter-Allied  Reparations 
Agency,  which  had  been  set  up  to  decide  on  the  proportionate  shares 
of  the  Western  Allies  in  reparation  removals  from  the  Western 
Zones,  it  was  agreed  that  the  enemy  assets  seized  in  the  countries 
concerned  should  be  "charged  against"  the  reparation  shares.  An 
additional  provision — that  the  U.S.,  U.K.,  and  France  should  "dis- 
pose of"  or  liquidate  enemy  assets  in  neutral  countries  and  hand 
them  over  to  the  Reparation  Agency  for  distribution  as  reparation 
— later  gave  rise  to  much  friction  and  argument. 

Both  German  external  assets  and  German  shipping  were  to  be 
seized,  ostensibly  as  reparation.31  Although  the  desire  for  reparation 
in  these  forms  in  some  countries  was  genuine,  it  was  not  the  sole 
motive.  First,  the  wording  of  the  Inter-Allied  agreement  shows  an 
anxious  insistence  that  the  assets  should  be  "removed  from  German 
ownership  or  control"  and  their  "return  to  German  ownership  and 
control"  should  be  "precluded."  This  arose  partly  from  a  desire  to 
weaken  Germany  which  was  akin  to  the  desire  for  deindustrializa- 
tion  and  partly  from  a  desire  to  prevent  Germans  from  enjoying  the 

30  Section  IV  of  Potsdam  Agreement.  This  was  obviously  a  form  of  reparation, 
yet  it  is  not  mentioned,  nor  is  any  cross  reference  given  to  it,  in  the  section  on 
reparation.  The  Potsdam  Agreement  was  as  faulty  in  form  and  draftsmanship  as 
it  was  unsound  in  much  of  its  content. 

31  In  view  of  the  huge  shipping  losses  of  the  Allies,  there  was  poetic  justice  in 
the  seizure  of  German  ships. 
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fruits  of  past  looting.  Second,  though  German  ships  were  a  suitable 
form  of  reparation — much  more  suitable  than  disembodied  industrial 
plants — their  seizure  must  also  be  considered  as  part  of  a  plan  to 
strip  Germany  of  shipping  for  motives  other  than  reparation.  The 
Potsdam  Agreement  included  the  production  of  "sea-going  ships" 
among  the  industries  to  be  ' 'prohibited  and  prevented"  in  order  "to 
eliminate  Germany's  war  potential."32 

Thus  we  may  conclude  that  reparation  after  the  Second  World 
War  was  largely  a  by-product  of  an  attempt  to  deindustrialize  Ger- 
many, in  the  belief  that  by  doing  so  the  Allies  could  prevent  her  from 
waging  a  future  war.  It  was  both  a  mistaken  and  a  costly  attempt, 
and  British  and  American  taxpayers  paid  a  heavy  price  for  it.  Ac- 
tually, the  idea  that  Germany  could  wage  another  aggressive  war 
in  the  near  future  was  ridiculous,  and,  as  to  the  more  distant  future, 
not  even  the  advocates  of  the  Morgenthau  policy  believed  that  re- 
straints could  be  continued  indefinitely.  The  U.S.  government  view, 
which  was  an  unholy  compound  of  the  Morgenthau  policy  and  a 
milder  view  (the  former  predominating),  made  the  worst  of  both 
worlds.  It  claimed  that  a  large  measure  of  deindustrialization  was 
necessary  for  the  security  of  the  Allies  for  a  few  years,  but  it  held 
out  the  hope  that  these  restraints  would  be  lifted  after  reparation  had 
been  made,  after  the  Allies  had  recovered,  and  after  Germany  had 
formed  a  democratic  government.  Reparations  were  to  end  in  five 
years :  "standards  of  living"  in  Allied  countries  were  destined  to  re- 
turn fairly  close  to  prewar  levels  in  that  time,  and  a  provisional 
democratic  government  was  established  in  the  Western  Zones  even 
earlier.  Thus,  as  a  measure  of  security  for  the  Allies  the  deindus- 
trialization policy  was  unnecessary  and  even  futile — a  source  of  re- 
sentment rather  than  a  protection  against  aggression.  It  provided 
security  when  no  security  was  needed,  and  made  no  provision  for  it 
in  the  days  when  aggression  would  be  physically  possible.33 

32  Potsdam  Agreement,  II  B,  11. 

33  The  account  given  in  this  study  of  the  origin  and  development  of  the  Morgenthau 
Plan  and  the  reparation  plan  should  dispose  of  the  insinuations,  made  during  the 
hearings  of  certain  congressional  committees,  that  Dr.  Harry  White  was  a  disguised 
communist  following  instructions  from  Moscow  in  the  part  which  he  played  and 
the  influence  which  he  exerted  on  the  Morgenthau  Plan  and  the  reparation  plan. 
The  reader  will  observe  that  neither  of  these  plans  was  consistent  with  communist 
policy  and  that  the  first  of  them  was  propounded  before  the  Soviet  Union  had 
formed  any  policy  on  the  economic  future  of  Germany.  In  all  their  plans  the 
Russians  advocated  and  Mr.  Morgenthau  and  Dr.  White  uncompromisingly  and 
even  bitterly  opposed,  reparation  from  current  production.  The  Russians  demanded 
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that  reparation  should  be  a  first  charge  on  German  coal  output,  while  Mr.  Morgen- 
thau  and  Dr.  White  demanded  that  the  German  coal  mines  should  be  "thoroughly 
wrecked." 

Equally  unfounded  allegations  have  been  made  that  Professor  Owen  Lattimore 
of  Johns  Hopkins  University  invented,  under  Russian  direction  or  influence,  and 
persuaded  Mr.  Pauley  to  accept,  the  method  of  reparation  by  uprooting  and  trans- 
ferring capital  equipment.  As  I  have  shown,  Mr.  Pauley  adopted  this  form  of  rep- 
aration for  Germany  long  before  he  went  to  Japan,  and,  it  should  be  added,  long 
before  he  met  Professor  Lattimore. 


CHAPTER    XVII 

The  Struggle  to  Change 
a  Policy 
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'he  economic  errors  of  the  peace  with  respect  to 
Germany  had  been  so  far-reaching  that  it  was  not 
long  before  a  movement  to  repair  them  began,  which  showed  itself 
particularly  in  the  fields  of  reparation,  of  zonal  unification  and  of 
currency  reform.  But  when  the  wrong  steps  have  been  taken  in  inter- 
national matters  it  is  impossible  to  go  back  on  them  overnight.  Im- 
provement was  slow  at  first.  The  mistakes  of  Potsdam,  the  level- 
of-industry  agreement,  the  narrow  nationlism  of  the  zonal  organiza- 
tion, and  the  taboo  on  assistance  in  the  reconstruction  of  Germany, 
returned  time  after  time  to  plague  Washington  and  London  long 
after  the  United  States  administration  became  more  enlightened. 

However,  the  surprising  repetition  of  the  same  errors,  and  the  slow- 
ness in  repairing  them,  arise  out  of  many  other  factors  besides  the 
difficulty  in  changing  agreements.  One  less  recognized  factor  lies 
in  the  sketchy  knowledge  and  understanding  of  detailed  issues  on 
the  part  of  some  of  the  political  leaders.  A  study  of  Mr.  Byrnes's 
account  of  the  development  of  policy  on  Germany  leads  one  to  sus- 
pect that,  like  President  Truman,  he  had  no  idea  how  far  the  Potsdam 
policy  resembled  the  Morgenthau  policy.  He  makes  the  important 
disclosure  that  the  U.S.  proposals  on  the  Economic  Committee  at 
Potsdam,  which,  he  says,  "formed  the  basis  of  the  program  of  eco- 
nomic and  political  principles  for  Germany  and  was  approved  by 
the  heads  of  government,"1  had  been  drawn  up  in  an  interdepart- 
mental paper  which  was  "prepared  by  the  State  Department  after 
consultation  with  the  Secretary  of  the  Treasury  and  the  Secretary 
of  War,  was  signed  by  the  representatives  of  the  three  departments" 
on  March  25,  1945,  "and  then  was  approved  by  President  Roose- 
velt."2 The  Secretary  of  the  Treasury  who  signed  it  was  Mr.  Mor- 
genthau! Yet  Mr.  Byrnes  apparently  believes  sincerely  that  he  was 
not  influenced  by  the  Morgenthau  plan,  for  he  adds  that  the  paper 

1  James  F.  Byrnes,  op.cit.,  p.  187.  2  ibid.,  pp.  186-87. 
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". . .  said  nothing  about  making  Germany  an  agricultural  and  pastoral 
state.  Nor  did  Mr.  Churchill,  who  had  initialled  the  Quebec  program, 
mention  it  to  President  Truman  or  to  me.  The  fact  is,  it  was  not 
mentioned  to  us  by  anyone  at  Potsdam."3 

It  is  no  wonder  that  Mr.  Morgenthau  has  argued  that  the  Potsdam 
Agreement  put  most  of  his  proposals  into  effect.  So  far  his  claim 
is  largely  justifiable :  it  is  only  when  he  goes  further  and  maintains 
that  President  Roosevelt  and  other  high-ranking  statesmen  gave 
them  considered  approval  that  he  is  distorting  historical  facts.  As 
I  have  shown  earlier,  it  was  President  Roosevelt's  failure  to  ad- 
judicate decisively  between  incompatible  views  among  his  cabinet 
officers  that  led  to  a  "compromise"  drawn  up  at  "lower  levels"  which 
permitted  large  parts  of  the  Morgenthau  plan  to  creep  in.4  This 
pseudo-compromise  was  embodied  in  the  paper  used  at  Potsdam. 
In  the  end,  it  was  combined  with  other  elements  thrown  in  by  the 
reparations  group  whose  members  had  been  influenced  in  their  turn 
at  the  higher  levels  by  Dr.  Harry  White. 

Thus  the  evidence  leaves  little  doubt  that  President  Truman  and 
Mr.  Byrnes  did  not  see  clearly  where  they  were  being  led  at  Potsdam, 
particularly  in  economic  matters.  Their  intentions  may  have  been 
good,  but  they  did  not  grasp  the  issues  at  stake,  nor  did  they  under- 
stand the  nature  of  the  inheritance  that  had  been  passed  on  to  them. 

None  the  less,  as  Mr.  Byrnes  gained  experience  in  his  new  office, 
his  views  on  Germany  showed  an  intelligent  development,  and  before 
he  left  office  he  helped  to  turn  American  policy  on  Germany  into  more 
constructive  channels,  in  which  the  United  Kingdom,  which  had  fol- 
lowed an  enlightened  policy  in  its  own  zone,  readily  joined.  The 
constructive  elements  in  military  government  were  anxious  for 
changes  in  policy,  while  many  of  those  with  destructive  aims  had  re- 
turned to  civilian  life. 

But  it  was  probably  the  indirect  influence  of  the  Soviet  Union 
which  did  most  to  prod  Washington  to  change  its  ways.  M.  Molotov 
delivered  a  speech  on  July  10,  1946,  which  was  well  calculated  to 
gain  support  from  the  German  people  for  the  Soviet  Union.  The 
purpose  of  the  U.S.S.R.,  he  said,  was  "to  transform  Germany  into 
a  democratic  and  peaceloving  state  which,  besides  its  agriculture, 
will  have  its  own  industry  and  foreign  trade."  He  called  for  an  in- 

3  ibid.,  p.  187.  4  See  pp.  244ft. 
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crease  in  the  levels  of  industry  permitted  to  Germany.  Mr.  Byrnes 
comments  that  M.  Molotov  omitted  to  say  that  it  was  the  U.S.S.R. 
representative  who  pressed  for  the  lowest  figures  for  German  produc- 
tion on  the  Control  Council.  This  was  true,  but  Mr.  Byrnes  him- 
self does  not  mention,  and  may  not  even  have  been  aware,  that  the 
U.S.  representative  joined  the  U.S.S.R.  in  insisting  on  the  lowest 
figure  for  steel  production — 5.8  million  tons,  over  the  emphatic 
protests  of  the  U.K.  representative  and  to  the  consternation  of  the 
Foreign  Office  (as  I  heard  at  first  hand  in  London  at  the  time). 
And  the  low  figure  for  steel  was  the  worst  of  many  bad  features  of 
the  level-of-industry  agreement. 

The  unstatesmanlike  and  backward-looking  policies  of  the  Soviet 
Union  have  made  her  a  convenient  object  of  blame  for  all  that  has 
gone  wrong  in  the  postwar  world.  Certainly  the  Russians  have  much 
to  answer  for,  and,  apart  from  their  great  struggle  against  Germany, 
are  unlikely  to  receive  much  praise  at  the  bar  of  history  for  their 
conduct  in  our  time.  But  the  blame  for  the  postwar  failures  in  Ger- 
many has  been  cast  too  exclusively  on  them  in  many  quarters.  I 
do  not  believe  that  any  fair  critic  who  avoids  national  bias  and  ex- 
amines the  evidence  can  deny  that  the  United  States  and  France 
bear  a  considerable  share  of  responsibility  for  the  errors  of  the  peace 
in  Germany.  Russian  propaganda,  insincere  though  it  was,  on  this 
occasion  struck  a  weak  spot  in  the  American  armor. 

The  changes  in  U.S.  policy  between  the  Potsdam  meeting  and  the 
Stuttgart  speech  a  year  later  were  by  no  means  drastic.  Halfway 
between  these  landmarks  in  U.S.  policy  toward  Germany,  a  "Policy 
Statement  on  Reparations"  was  issued  by  the  State  Department, 
on  December  12,  1945.  It  was  written  in  the  cumbersome,  indirect, 
and  verbose  style  that  too  often  characterizes  official  statements  in 
Washington,  but  it  serves  a  useful  purpose  in  showing  that  much 
of  the  Morgenthau  spirit  survived  for  many  months  after  Mr.  Mor- 
genthau  had  left  the  administration,  and  also  in  marking  the  be- 
ginnings of  a  change.  It  reaffirmed  the  American  intention  "to  abide 
strictly  by  the  Berlin  Declaration,  which  imposes  a  severe  repara- 
tion obligation  on  Germany.  .  .  ."  It  asserted  that  ".  .  .  in  removing 
equipment  from  plants  declared  available  for  reparation,  no  con- 
sideration should  be  given  to  withholding  portions  of  the  equipment 
desired  by  a  reparation  recipient  in  order  to  retain  remaining  instal- 
lations  and   structures   in  more   effective   condition   for   peacetime 
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uses."5  It  revealed  once  more  that  the  motive  which  guided  U.S. 
policy  from  the  beginning  was  not  so  much  a  desire  to  exact  repara- 
tion for  its  own  sake  as  a  desire  largely  to  deindustrialize  Germany.6 
Thus  it  described  the  first  aim  of  the  Potsdam  reparation  clauses 
as  being  "to  weaken  effectively  the  economic  base  from  which  war 
industry  could  be  derived  until  a  peaceful  democratic  government 
is  firmly  established  in  Germany."  It  called  for  the  destruction — "in 
the  security  interest  of  the  United  States" — of  "structures  and  in- 
stallations" in  shipbuilding  as  well  as  aircraft  and  munitions.7  It 
repeated  the  naive  doctrine  that,  "Since  capacity  in  the  metal,  ma- 
chinery and  chemical  industries  in  excess  of  German  peacetime  needs 
is  to  be  transferred  to  countries  entitled  to  receive  reparations  from 
Germany,  it  is  expected  that  the  industrial  capacity  lost  in  Germany 
will  after  an  interval  be  recovered  in  large  part  elsewhere  in  the 
world,  and  for  the  most  part  in  Europe."8 

On  the  other  hand,  it  attempted  to  soften  by  a  new  interpretation 
the  more  drastic  provisions  of  the  Potsdam  Agreement.  This  inter- 
pretation is  contained — a  literary  critic  might  say  half  concealed — 
in  the  following  sentences : 

"In  the  view  of  the  Department  of  State  the  Berlin  Declaration 
is  not  intended  to  force  a  reduction  in  German  living  standards  ex- 
cept as  such  reduction  is  required  to  enable  Germany  to  meet  her 
reparation  payments.  In  effect  the  Berlin  Declaration  merely  pro- 
vides that  Germany's  obligation  to  make  reparation  for  the  war 
damage  which  her  aggression  caused  to  other  countries  should  not 
be  reduced  in  order  to  enable  Germany  to  maintain  a  standard  of 
living  above  the  European  average."9 

According  to  this  interpretation  the  hypothetical  "standard  of 
living"  equal  to  the  "European  average"  was  to  be  imposed  on  Ger- 
many not  as  an  end  in  itself  but  only  as  far  as  it  was  necessary  to 
enable  reparation  to  be  made.  This  view  was  sharply  attacked  by  the 
U.S.S.R.  and  it  is  therefore  important  to  reexamine  the  documents 
with  care. 

As  we  have  seen,  the  section  on  reparations  of  the  Potsdam  Agree- 
ment did  not  fix  the  total  reparation  to  be  made,  but  stated  that,  "the 
determination  of  the  amount  and  character  of  the  industrial  capital 

5  Par.  3.  I  have  assumed  that  the  ambiguity  in  this  clumsy  sentence  is  due  to  bad 
drafting. 

6  Pars.  1-3.  7  Par.  3. 
s  Par.  8  (c).  9Par.  5. 


STRUGGLE  TO  CHANGE  A  POLICY  297 

equipment  unnecessary  for  the  German  peace  economy  shall  be  made 
by  the  Control  Council  under  policies  fixed  by  the  Allied  Com- 
mission on  Reparations,  with  the  participation  of  France,  subject 
to  the  final  approval  of  the  zone  commander  in  the  zone  from  which 
the  equipment  is  to  be  moved."10 

In  the  section  on  "Economic  Principles,"  it  was  stated  that  "Allied 
controls  shall  be  imposed  upon  the  German  economy  but  only  to 
the  extent  necessary  .  .  ."  to  fulfill  certain  purposes,  which  were  then 
listed.  The  list  contained  the  following :  "To  assure  the  production 
and  maintenance  of  goods  and  services  required  to  meet  the  needs  of 
the  occupying  forces  and  displaced  persons  in  Germany  and  essential 
to  maintain  in  Germany  average  living  standards  not  exceeding 
the  average  of  the  standards  of  living  of  European  countries.  .  .  ."X1 

On  these  clauses  hang  all  the  law  and  the  prophets  concerning 
reparation.  As  to  the  first,  however,  the  provision  that  the  Allied 
Commission  on  Reparation  should  fix  the  policies  for  determining 
the  amount  of  capital  equipment  for  reparation  was  a  dead  letter 
from  the  beginning.  That  commission  never  fixed  anything,  unless  it 
can  be  given  credit  for  the  agreement  reached  in  Paris  on  December 
21,  1945,  which  fixed  the  proportionate  shares  of  the  different  Allies 
in  the  total  reparation  that  might  be  taken  from  Germany.  But  this 
was  an  agreement  not  of  the  commission — for  the  U.S.S.R.  was  not 
present — but  of  nineteen  countries,  which  formed  a  new  Inter-Allied 
Reparation  Agency,  of  which  only  two  were  members  of  the  com- 
mission.12 Of  all  the  war  and  postwar  international  agencies,  none 
was  as  sterile  as  the  Allied  Commission  on  Reparation.  No  policies 
on  reparation  were  fixed  by  it :  the  clause  in  the  Potsdam  Agreement 
referring  to  it  was  ignored,  and  no  reference  to  it  appears  in  the 
"Plan  of  Allied  Control  Council  for  Reparations  and  the  Level  of  Post 
War  German  Economy."13  Therefore  the  only  "policies"  to  guide  the 
Allied   Control  Commission  were  those  contained   in  the   sketchy, 

10  Potsdam  Agreement  IV,  6. 

11  III,  G.  The  U.K.  and  U.S.S.R.  were  to  be  left  out  of  the  average. 

12  The  old  U.S.  reparation  group  had  fallen  apart,  and  the  U.S.  delegation  was 
headed  by  Professor  James  W.  Angell  of  of  Columbia  University.  The  Paris  meet- 
ing set  up  the  Inter-Allied  Reparation  Agency,  which  was  concerned  with  the  dis- 
tribution of  reparation  among  the  Allies  other  than  the  U.S.S.R.  and  Poland. 

13  It  should  be  noted  also  that  this  important  point  was  ignored  in  the  Special 
Report  of  the  U.S.  Military  Governor  for  Germany  made  in  November  1948.  This 
report  is  reproduced  in  Department  of  State,  Germany,  1947-49.  The  Story  in 
Documents  (Washington),  1950,  pp.  420-24. 
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ambiguous  provisions  of  the  Potsdam  Agreement  just  quoted!  The 
Control  Commission  only  put  the  finishing  touches  on  a  plan  the 
main  part  of  which,  as  we  have  seen,  was  worked  out  by  the  Level 
of  Industry  Committee  and  completed  by  the  Economics  Directorate 
and  the  Coordinating  Committee.  Here,  as  in  so  many  of  the 
negotiations  on  Germany,  the  lower  the  level  of  negotiation,  the 
greater  the  accomplishments.14  The  work  of  interpretation  was  there- 
fore done  mainly  by  the  Level  of  Industry  Committee,  but  some 
thorny  issues  remained  for  the  higher  committees. 

The  State  Department  memorandum  of  December  12,  1945,  took 
up  two  related  conflicts  of  interpretation  which  remained,  and  one  of 
which  remains  to  this  day.  The  first  had  to  do  with  the  level  of  the 
"peaceful"  industries  and  the  second  with  periodical  deliveries  of  repa- 
ration goods  from  contemporary  production.  The  Russians  took  the 
position  that  no  industries  should  be  allowed  to  produce  more  than  the 
amounts  needed  to  maintain  the  average  European  standard  in  Ger- 
many. The  State  Department,  as  we  have  seen,  insisted  that  restric- 
tions on  living  standards  were  designed  only  to  enable  reparations 
in  the  form  of  capital  equipment  to  be  made. 

The  discussion  of  the  subject  was  confused,  and  the  public  has 
probably  never  understood  the  issue.15  If  it  were  not  a  subject  of  in- 
ternational friction  it  would  not  be  worth  while  to  discuss  it.  The 
first  point  is  that  the  restrictions  on  the  level  of  industry  were  de- 
signed for  the  supposed  security  of  the  Allies.  "Production  of  metals, 
chemicals,  machinery  and  other  items  that  are  directly  necessary 
to  a  war  economy  shall  be  rigidly  controlled  and  restricted  to  Ger- 
many's approved  peace  time  needs."16  These  needs  were  defined 
as  the  average  European  standard  of  living.  "Productive  capacity 
not  needed  for  permitted  production"  was  to  be  removed  or  de- 
stroyed. It  was  not  stated  precisely  what  industries  this  applied  to, 
but  the  interpretation  accepted  by  the  State  Department  was  pre- 
sumably that  it  referred  only  to  the  industries  mentioned  in  the 
preceding  sentences — "metals,  chemicals,  machinery"  etc. 

14  In  the  Potsdam  Agreement  some  of  the  constructive  provisions,  notably  the 
provision  for  economic  unity,  had  been  worked  out  and  agreed  on  the  by  the 
European  Advisory  Commission  and  were  merely  taken  over  and  confirmed.  Mr. 
Byrnes  does  not  mention  this  in  his  account.  See  Speaking  Frankly,  op.cit.,  p.  85. 

15  It  is  well  discussed  by  Ratchford  and  Ross,  op.cit.,  pp.  175-76,  but  was  not  fully 
grasped  at  higher  levels  in  the  U.S.  Military  Government. 

16  Potsdam  Agreement,  III,  B,  11. 
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Second,  the  agreement  stated  that  "primary  emphasis  shall  be  given 
to  the  development  of  agriculture  and  peaceful  domestic  industries," 
and,  third,  that  controls  should  be  enforced,  among  other  reasons, 
to  maintain  living  standards  in  Germany  "not  exceeding"  the  average 
European  standard. 

The  Russians  claimed  from  the  start  that  any  manufacturing 
plants  in  the  "peaceful  industries,"  as  well  as  those  in  the  war  in- 
dustries, in  excess  of  those  needed  to  produce  the  average  European 
consumption  should  be  taken  as  reparation.  The  U.S.  representa- 
tives on  the  Control  Council  and  its  committees  repudiated  this  view 
and  held  that  "peaceful"  industries  were  not  bound  by  the  restrictions 
placed  on  "metals,  chemicals,  machinery"  etc. 

At  first  sight  it  might  appear  that  if  the  proper  calculations  had 
been  made  as  to  the  capacity  in  the  metal,  chemical,  and  machine 
industries  needed  to  maintain  the  average  European  consumption 
there  would  be  no  excess  capacity  in  either  peace  or  war  industries. 
The  British  seem  to  have  been  the  only  group  which  attempted  to 
make  these  calculations,  their  figure  of  9  million  tons  of  steel  being 
the  amount  estimated  as  necessary  to  maintain  consumption  at  the 
required  level.  But  this  was  too  sensible  a  proposal  to  be  accepted 
generally.  Actually,  the  productive  capacity  in  many  of  the  peace 
industries  was  not  known  when  the  calculations  were  made.  More- 
over, the  various  estimates  had  been  the  subject  of  bargaining  and 
compromise,  and  many  of  the  final  figures  were  arbitrary. 

The  disputes  between  the  U.S.S.R.  and  the  West  were  therefore 
the  outcome  of  the  ambiguities  and  unworkable  criteria  in  the  Pots- 
dam Agreement.  They  not  only  raised  the  question  how  far  the 
Germans  should  be  allowed  to  improve  their  living  standards  in  the 
future,  but  also  the  question  whether  or  not  annual  deliveries  of 
reparations  from  immediate  production  should  be  made  by  Germany. 

The  second  question  was  long  a  subject  of  dispute.  At  Yalta  the 
U.S.,  U.K.,  and  U.S.S.R.  agreed  that  "reparations  in  kind"  should 
be  made,  among  other  ways,  in  the  form  of  "annual  deliveries  of 
goods  from  current  production  for  a  period  to  be  fixed."  At  Potsdam 
the  discussion  on  the  subject  was  inconclusive,  but  annual  deliveries 
were  not  ruled  out :  Mr.  Pauley,  in  a  statement  made  on  August  30, 
1945,  after  the  Potsdam  Conference  said,  "With  respect  to  the 
amount  of,  and  time  limit  on,  annual  recurring  reparations — repara- 
tions extracted  in  the  form  of  current  production  from  year  to  year 


300  STRUGGLE  TO  CHANGE  A  POLICY 

— no  decision  can  be  made  until  the  character  and  amount  of  re- 
movals of  industrial  capital  equipment  have  been  determined  by  the 
Allied  Control  Council  and  the  future  economy  of  Germany  is  more 
clearly  defined."17 

Secretary  Marshall  seems  to  me  to  have  gone  too  far  when,  in 
opposition  to  the  Russian  demand  for  reparations  from  current  pro- 
duction, he  said  that  "the  United  States  Government  considers  that 
the  questions  of  reparations  were  finally  settled  at  Potsdam."18 
Earlier,  however,  Secretary  Byrnes  had  made  a  better,  though,  I  be- 
lieve, still  an  inadequate  case  against  the  Russian  demand  when, 
in  his  Stuttgart  speech,  he  contended  that,  "Reparations  from  current 
production  would  be  wholly  inconsistent  with  the  levels  of  industry 
now  established  under  the  Potsdam  Agreement."19  In  Mr.  Byrnes's 
speech  it  was  not  argued  that  the  Potsdam  Agreement  had  disposed 
finally  of  reparation  questions,  but  that  the  Potsdam  decisions,  to- 
gether with  the  subsequent  decisions  of  the  Allied  Control  Council 
on  the  appropriate  level  of  industry  for  Germany,  ruled  out  repara- 
tions from  current  production.  But  the  case  was  still  weak  and 
inconclusive,  and  if  M.  Molotov's  knowledge  of  detail  had  been 
greater,  if  his  mind  had  been  more  subtle,  and  if  he  had  been  less 
intent  on  abusing  and  misrepresenting  the  Western  powers,  he 
might  have  made  a  telling  reply  confined  to  the  merits  of  the  case. 
It  is  not  clear  whether  Mr.  Byrnes  was  fully  aware  of  the  consider- 
able gap  between  the  output  needed  to  provide  the  supposed  "average 
European  standard"  on  the  one  hand  and  the  output  which  was 
physically  possible  even  within  the  limits  of  the  agreement  on  the 
level  of  industry.  Probably  he  had  heard  of  the  controversy  on  the 
question  whether  the  limits  set  in  the  level-of-industry  negotiations 
should  be  enforced  on  the  peaceful  industries  as  well  as  on  those  from 
which  all  four  countries  agreed  that  reparations  should  be  drawn. 
Certainly  General  Draper,  the  United  States'  representative  on  the 
Economics  Directorate  in  Berlin,  persistently  argued  for  the  principle 
that  no  reparation  removals  should  be  made  from  the  plant  of  the 
"peaceful  industries."  But  in  the  end  he  had  to  compromise,  and  the 
final  text  of  the  level-of-industry  agreement  was  ambiguous  on  the 

17  Department  of  State  Bulletin,  September  2,  1945,  p.  309. 

18  Statement  at  London  session  of  Council  of  Foreign  Ministers,  December  10, 

1947. 

19  Byrnes,  Speaking  Frankly,  op.cit.,  p.  189.  This  statement  was  made  in  his  well- 
known  speech  at  Stuttgart  on  September  6,  1946. 
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point,  merely  stating  that,  "Production  may  exceed  the  .  .  .  estimates 
.  .  .  unless  otherwise  determined  by  the  Control  Council."20  This  did 
not  embody  the  United  States  position  in  undiluted  form.  Thus 
neither  the  Potsdam  decisions  alone  nor  the  Potsdam  decisions  to- 
gether with  the  level-of-industry  agreement  "finally  settled"  the 
reparation  question. 

No  doubt  the  strongest  argument  that  influenced  Washington  in 
practice  against  reparation  from  current  production  was  based  on 
the  clause  of  the  Potsdam  agreement  which  provided  that,  "The 
proceeds  of  exports  from  current  production  and  stocks  shall  be  avail- 
able in  the  first  place  for  payment  for  .  .  .  imports."21  This  certainly 
justified  opposition  to  immediate  reparation  from  the  current  produc- 
tion of  plants  which  were  producing  for  commercial  export  and  which 
would  not  in  any  case  be  removed  as  reparation.  But  it  did  not  con- 
stitute a  conclusive  case  in  principle  against  all  reparation  from 
current  production. 

Looking  back  on  the  long-drawn-out  negotiations  on  this  subject, 
it  seems  clear  that  the  responsibility  for  the  errors  and  the  bitter 
disputes  that  stand  out  in  the  record  cannot  be  laid  wholly  on  any 
one  country.  The  truth  is  that  the  question  of  reparation  from  current 
production  was  never  adequately  studied  or  considered  on  its  own 
merits.  During  my  informal  talks  with  U.K.  officials  in  London, 
I  formed  the  opinion  that  if  there  had  to  be  reparation  at  all  it  should 
come  from  current  production.  What  better  method  could  there  be 
to  bring  home  to  the  German  people  their  responsibility  for  the 
destruction  wrought  in  their  name  than  to  require  them  to  replace 
by  hard  work  a  small  proportion  of  the  goods  which  they  had 
wantonly  destroyed  or  stolen?  But  after  August  1944  the  chance  of 
a  calm  and  thorough  analysis  of  the  subject  in  Washington  disap- 
peared. The  last  thing  the  Morgenthau  adherents  wanted  was  to  see 
the  industrial  capacity  of  Germany  brought  into  operation,  even  for 
the  benefit  of  the  Allies.  The  U.S.  government,  as  we  have  seen,  was 
stampeded  into  the  most  ill-advised  form  of  reparation  that  had  yet 
been  devised — that  of  uprooting  factories  and  factory  equipment  in 
Germany  and  Japan.  The  Russians,  partly  for  different  reasons, 
were  set  on  the  same  objective,  but  they  began  to  realize  later  that 

20  Plan  of  Allied  Control  Council  for  Reparations  and  the  Level  of  Postwar 
German  Economy,  par.  12  (d). 

21  Potsdam  Agreement  III,  19. 
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the  benefits  to  the  receiver  from  this  form  of  reparation  were  much 
less  than  the  losses  to  the  giver,  and  in  their  own  zone  they  seem  to 
have  turned  toward  a  policy  of  keeping  German  plants  where  they 
were  and  using  them  to  produce  finished  reparation  goods.  They 
then  vigorously  revived  their  demand  made  at  Yalta  for  reparation 
from  current  production  in  the  Western  Zones.  Their  diplomacy  was 
inept,  their  manners  were  sometimes  boorish,  and  their  aim  was 
transparently  selfish.  Thus  they  drew  on  themselves  all  the  disap- 
proval which  enlightened  opinion  would  otherwise  have  distributed 
more  widely  among  the  Allies. 

If  an  intelligent  approach  to  reparation  had  been  made  in  the 
earlier  stages,  it  would  have  been  clearly  apprehended  that,  to  the 
damaged  Allied  areas,  reparation  from  current  production  would  have 
brought  greater  gains  than  the  uprooting  of  capital  equipment,  and 
that  it  would  have  avoided  the  net  loss  to  the  productive  capacity 
of  Europe  as  a  whole  which  is  an  inevitable  result  of  any  attempt 
to  transfer  the  capacity  to  produce  finished  goods  instead  of  the 
finished  goods  themselves.  If  the  Russians  were  set  on  the  seizure 
of  factories  and  their  equipment,  an  attempt  should  have  been  made 
to  persuade  them  to  abandon  or  greatly  reduce  their  demand  for  this 
type  of  reparation  in  return. for  agreement  on  a  reasonable  program 
of  reparation  from  current  output  and  especially  from  the  plants 
which  they  desired  to  root  up  and  transfer.  It  may  be  that  the  Soviet 
Union  would  have  refused  such  a  compromise,  but  that  does  not 
excuse  the  failure  of  the  Western  Allies  even  to  consider  the  ques- 
tion seriously.  Actually,  the  United  States  at  the  outset  encouraged 
the  Russians  in  their  choice  of  the  worst  form  of  reparation.  Nor 
can  it  be  seriously  maintained  that  reparation  from  current  produc- 
tion was  out  of  the  question  even  in  principle,  because  of  the  neces- 
sity of  earmarking  earnings  from  exports  to  pay  for  imports.  If 
capital  equipment  had  not  been  marked  for  removal  as  reparations, 
it  could  have  been  used  to  produce  reparation  goods.  If  financial 
reforms  had  been  made  early  and  more  effective  control  of  the 
economy  had  been  established,  the  necessary  labor  could  have  been 
drawn  from  those  who  were  unproductively  employed  in  an  inflation- 

22 

ary  economy. 

22  The  striking  rise  in  production  after  the  currency  reform  which  was  belatedly 
carried  out  gives  some  idea  of  the  immense  waste  of  labor  in  the  inflation  which  had 
been  allowed  to  develop. 
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Although  the  errors  of  the  Western  Allies  on  reparation  have  been 
overshadowed  by  the  intransigence  of  the  Soviet  Union,  in  a  long 
view  of  history  they  will  find  their  place  in  the  record.  The  United 
States  and  France  failed  to  learn  from  the  previous  history  of  repara- 
tion, and  both  countries  repeated  old  and  committed  new  errors  not 
less  serious  than  those  of  the  past.  The  failure  was  both  intellectual 
and  moral.  It  arose  out  of  the  assumptions  that  the  chief  pitfall 
to  avoid  was  the  imposition  of  reparations  in  monetary  terms,  and 
that  reparation  should  be  a  by-product  of  deindustrialization.  The 
desire  to  destroy  or  remove  German  industries  and  reduce  Germany 
to  the  status  of  a  poor  country  arose  out  of  a  sentiment  of  revenge 
and  a  false  conception  of  the  means  to  future  security. 

Reparation  measures  were  the  subject  of  international  agreement, 
and  even  if  the  Soviet  Union  could  be  left  out  of  account  when  policies 
were  changed,  on  the  ground  that  failure  to  fulfill  her  own  obligations 
released  the  other  Allies  from  theirs,  the  Western  Allies  could  not 
be  ignored,  and  their  consent  was  necessary  before  the  burdens  im- 
posed on  Germany  could  be  lightened.  Thus  began  the  process,  hardly 
new  in  American  diplomatic  history,  of  persuading  the  Allies  that 
the  policies  into  which  they  had  been  drawn  by  the  United  States 
should  after  all  be  reversed  and  any  benefits  that  might  have  accrued 
to  them  from  those  policies  should  be  foregone  in  the  general  interest. 
The  process  was  still  in  an  early  stage  at  the  close  of  the  period  with 
which  this  study  deals. 

It  is  fortunate  indeed  that  after  the  Second  World  War  the  United 
States  abandoned  isolationism  and  plunged  into  the  thick  of  world 
affairs.  But  her  Allies  have  discovered  that  unusual  qualities  of  ad- 
justment and  resilience  and  a  well-developed  sense  of  humor  are 
necessary  to  make  the  new  alliance  work. 

The  next  economic  error  for  which  a  remedy  was  sought  was  the 
separation  of  Germany  into  zones  of  occupation  between  which, 
after  the  war  ended,  trade  had  almost  ceased  to  flow.  When  I  visited 
Germany  and  Austria  in  late  1945  and  early  1946  I  found  not  only 
that  the  arbitrarily  created  zonal  boundaries  were  almost  complete 
barriers  to  trade  but  also  that  no  goods  passed  between  the  United 
States  zone  of  Germany  and  the  United  States  zone  of  Austria ! 

The  merging  of  the  three  Western  Zones  of  Germany  into  a  West 
German  state  with  a  more  or  less  common  economic  life  was  another 
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outstanding  effort  to  undo  an  error  made  in  the  wartime  planning 
for  postwar  Germany.  As  we  have  seen,  farsighted  persons  in  both 
civil  and  military  circles  advocated  unified  Allied  military  govern- 
ment during  the  occupation  of  Germany,  but  this  wise  advice  was 
rejected  in  the  Pentagon,  partly  in  a  spirit  of  narrow  nationalism 
and  partly  out  of  a  mistaken  conception  of  policy  toward  the  Soviet 
Union. 

The  difficulty  of  repairing  errors  in  international  affairs  is  well 
illustrated  in  the  history  of  the  movement  for  economic  merging  of 
the  zones.  It  would  have  been  easy  to  continue  SHAEF  through  the 
occupation ;  it  was  difficult  to  restore  economic  unity  after  the  break 
had  been  made :  many  months  of  negotiation  were  necessary  before 
fusion  could  begin,  and,  after  it  had  begun,  progress  in  giving  effect 
to  agreed  principles  was  slow  in  the  early  stages. 

Under  more  stable  conditions  the  area  which  Britain  controlled  had 
a  net  export  of  goods  abroad,  while  the  area  which  the  United  States 
controlled  had  a  net  import.  The  Ruhr,  however,  was  dependent  on 
food  imports,  while  Bavaria  produced  more  food  than  it  consumed. 
Thus  the  position  of  the  U.K.  zone  was  at  its  worst  during  the  early 
postwar  period  of  scarcity  but  might  be  expected  to  improve  greatly, 
both  absolutely  and  in  comparison  with  that  of  the  U.S.  zone,  as  for- 
eign trade  revived.  The  deficit  of  the  British  zone  seriously  damaged 
the  whole  financial  position  of  Britain  in  the  early  postwar  years  and 
thus  contributed  to  recurring  financial  crises.  The  British  govern- 
ment considered  that  it  was  fair  in  these  circumstances  to  expect  the 
United  States  to  bear  more  than  50  per  cent  of  the  cost  of  the  neces- 
sary imports  into  the  combined  zones.  But  Mr.  Byrnes  rejected  Mr. 
Bevin's  modest  proposal  that  the  U.S.  should  bear  60  per  cent  of  the 
deficit  of  the  combined  zones.  From  his  own  account  of  the  matter 
it  is  clear  that  he  did  not  grasp  the  economic  issues.  He  tells  us  that 
he  "thought  it  unwise  for  Britain  to  be  put  in  the  position  of  a  poor 
relative  or  a  junior  partner  by  contributing  less  than  50  per  cent.  .  .  . 
It  seemed  much  better  to  aid  Britain  in  some  other  way."23  Actually, 
if  the  zones  had  been  combined  for  economic  purposes  from  the  start 
the  U.S.,  in  the  early  years,  would  have  covered  an  appreciable  pro- 
portion of  the  deficit  in  the  U.K.  zone,  even  if  both  countries  had 
made  equal  contributions. 

23  Byrnes,  Speaking  Frankly,  op.cit.,  pp.  196-97. 
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Fortunately,  about  the  middle  of  1946,  Mr.  Byrnes  initiated  a 
movement  toward  economic  unification  of  the  zones.  It  was  a  long 
and  slow  process,  necessitating  decisions  on  a  multitude  of  details. 
How  much  easier  the  postwar  economic  task  would  have  been  if 
SHAEF  had  not  been  dissolved ! 

A  third  issue  of  the  greatest  importance  to  both  the  short-  and  the 
long-run  welfare  of  Germany  was  that  of  currency  reform.  In 
retrospect  it  seems  astonishing  and  indeed  inexcusable  that  such  an 
indispensable  reform  should  have  been  so  long  delayed.  The  question 
arises  whether,  in  the  United  States  zone,  the  delay  was  connived  at 
by  officials  in  military  government  who  aided  and  abetted  the  Mor- 
genthau  plan.  The  chief  of  the  Finance  Section  in  the  early  period  of 
the  occupation  had  himself  been  on  Mr.  Morgenthau's  staff  in  the 
Treasury.  However,  another  U.S.  official,  experienced  in  monetary 
questions,  prepared  a  memorandum  very  early  in  the  occupation, 
pointing  out  the  necessity  of  an  early  and  far-reaching  currency  re- 
form, and  this  memorandum  reached  General  Clay's  desk  without, 
however,  being  acted  upon.  General  Eisenhower  and  General  Clay 
were  men  of  constructive  outlook  but  they  had  little  understanding 
of  monetary  questions  and  were  too  preoccupied  with  other  urgent 
matters  to  follow  all  that  was  done  and  all  that  was  left  undone  by 
their  staffs.  Moreover,  they  were  gravely  handicapped  by  the  directive 
under  which  they  worked  and  which  forbade  participation  or  assist- 
ance by  military  government  in  the  reconstruction  of  Germany.  Cur- 
rency reform  was  essentially  a  reconstruction  question.  It  was  absurd 
to  suppose  that  it  could  be  undertaken  by  Germans  alone,  at  least  in 
the  status  which  they  occupied  until  1948. 

Fortunately,  however,  more  constructive  forces  appeared,  and  in 
1946  a  plan  for  reform  was  prepared  by  a  group  of  U.S.  officials. 
Beneficial  changes  were  also  made  in  the  personnel  of  the  finance 
division.  There  were  several  causes  of  the  continued  delay  in  the 
application  of  reform  plans.  Great  importance  was  attached  in  U.S. 
and  U.K.  circles  to  the  inclusion  of  all  the  zones  in  any  reform.  The 
inevitable  Russian  procrastination  followed.  The  currency  question 
was  entangled  in  the  question  of  economic  unity.  It  was  not  likely  that 
a  plan  acceptable  to  the  West  would  be  acceptable  to  the  East,  and 
for  a  time  the  Western  authorities  hesitated  to  take  the  initiative  in 
a  step  which  would  seem  to  close  the  door  to  economic  unity.  This 


306        struggle  to  change  a  policy 

raised  a  question  of  principle  similar  to  that  which  arose  in  other 
fields:  should  measures  desirable  in  themselves  be  postponed,  and 
how  long  should  they  be  postponed,  in  the  hope  first  of  placating  and 
then  of  securing  the  cooperation  of  the  Soviet  Union.  I  have  argued 
earlier  that  the  tendency  in  United  States  circles  in  the  late  war  and 
early  postwar  periods  was  to  lose  too  much  time  in  this  way,  without 
gaining  Soviet  cooperation  in  the  end.  Insofar  as  the  procrastination 
of  the  Soviet  Union  was  a  cause  of  delay,  this  conclusion  applies  also 
to  currency  reform. 

The  urge  to  reform  promptly  may  have  been  weakened  by  the 
peculiar  adaptations  to  currency  chaos  that  grew  up  in  Germany  after 
the  Second  World  War  and  stand  in  sharp  contrast  with  the  inflation 
after  the  First  World  War.  The  reichsmark  was  not  forced  to  great 
depths  of  depreciation  as  the  mark  had  been:  it  was,  rather,  aban- 
doned as  the  standard  by  which  exchanges  of  goods  were  determined 
and  values  set  over  periods  of  time.  As  Mr.  Klopstock  has  pointed  out, 
certain  types  of  goods  were  used  as  a  medium  of  exchange  and  as  a 
means  of  paying  workers  and  those  who  rendered  professional  serv- 
ices, and  ".  .  .  the  main  purpose  of  business  transactions  became  the 
protection,  improvement  and  expansion  of  real  asset  holdings  rather 
than  a  monetary  profit  through  supplying  goods  to  consumers."24 

In  addition,  the  long  practice  of  economic  controls  in  Germany 
had  established  habits  among  the  people  that  aided  administrators  in 
the  confused  conditions  of  the  early  postwar  years.  Orders  regarding 
prices  were  often  obeyed  when  they  could  not  have  been  enforced. 
Conditions  were  indeed  chaotic,  but  not  as  chaotic  as  they  would 
have  been  if  the  German  population  of  the  early  logo's  had  been 
subjected  to  them  instead  of  the  population  of  the  mid- 1 940' s. 

But  the  extent  and  timing  of  reforms  raise  questions  of  wider  scope 
and  deeper  content  than  those  concerned  merely  with  currency  mat- 
ters. In  the  aftermath  of  a  destructive  and  exhausting  war  the  German 
people  were  faced  with  the  problems  not  only  of  repairing  or  rebuild- 
ing their  industry  and  commerce  but  also  of  reconstructing  the  social 
fabric  of  their  economic  order.  It  is  easier  to  make  substantial  changes 
at  the  beginning  of  social  reconstruction  than  later.  Public  ownership 

24  F.  H.  Klopstock,  "Monetary  Reform  in  Western  Germany,"  in  Journal  of 
Political  Economy  (Chicago),  August  1949,  p.  278. 
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of  industries  whose  former  owners  were  guilty  of  aiding  the  insti- 
gators of  war  can  be  established  without  the  burden  of  compensation. 
If  decisions  are  postponed  and  the  old  fabric  is  patched  up,  it  becomes 
much  more  likely  that  the  previous  system  will  be  restored  in  the  end 
in  a  slightly  modified  form  than  that  any  new  order  will  emerge. 
With  the  passing  of  the  early  reforming  urge  which  springs  up  in  the 
aftermath  of  war,  it  becomes  more  difficult  to  make  fundamental 
social  changes. 

Thus  the  question  arises  how  far  the  New  Colonialism  which  the 
occupation  established  during  the  critical  formative  years  just  after 
the  war  was  really  necessary.  As  one  who  does  not  share  the  conven- 
tional attitude  of  the  times  toward  colonies  in  general,  I  do  not  use 
the  term  colonialism  as  a  term  of  reproach.  Notwithstanding  the  evils 
and  defects  associated  with  many  colonial  regimes  in  the  past,  it  seems 
probable  that  the  extension  of  Western  European  influence  over  many 
parts  of  the  world  overseas,  particularly  in  Africa,  brought  great 
benefits  which  have  far  exceeded  the  injuries  which  it  inflicted.  More- 
over, the  evils  were  the  product  of  ruder  ages  and  the  present  genera- 
tion cannot  be  held  responsible  for  them,  nor  can  it  repair  them  by 
simple  abdication.  Granting  that  self-government  is  the  proper  goal 
for  all  colonial  areas,  the  problem  is  one  of  timing  and  the  greatest 
danger  at  present,  as  the  state  of  a  number  of  newly  independent  areas 
illustrates  strikingly,  is  that  a  premature  independence  will  be  gained 
by  countries  with  little  prospect  that  they  will  become  and  remain 
viable  states  able  to  hold  their  own  in  an  advancing  world. 

But  the  New  Colonialism  which  resulted  from  the  occupation  of 
ex-enemy  countries  after  defeat  in  war  is  another  matter.  These  were 
not  undeveloped  countries  whose  peoples  were  unprepared  to  stand  by 
themselves  in  the  modern  world.  They  had  fallen  from  grace  by 
running  amok  in  the  world  of  nations  and  had  to  be  restrained  at  all 
costs  within  their  borders  in  future.  But  their  armed  power  had  been 
shattered  and  an  unobtrusive  Allied  force  stationed  at  a  convenient 
point,  together  with  adequate  machinery  for  Allied  inspection,  would 
have  been  enough  to  prevent  rearming.  In  the  past  aggressor  countries 
have  been  defeated  and  thereafter  restrained  without  prolonged  occu- 
pation during  which  the  occupying  powers  have  governed  them  even 
in  domestic  affairs. 

It  can  of  course  be  argued  that  the  breakdown  of  Germany  was  so 
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widespread  that  the  spontaneous  emergence  of  a  new  indigenous 
government  was  impossible  for  some  time.  The  force  of  this  argument 
must  be  judged  by  those  who  were  on  the  spot  continuously  during 
the  critical  period.  During  the  war,  however,  it  was  by  no  means 
obvious  that  a  complete  internal  breakdown  would  occur :  possibly  it 
might  not  have  occurred  if  the  Allies  had  followed  President  Wilson's 
tactics  and  offered  weighty  inducements  to  surrender  instead  of 
adopting  the  sterile  formula  of  unconditional  surrender. 

But  even  if  it  were  agreed  that  the  immediate  or  early  formation 
of  an  indigenous  central  government  was  out  of  the  question  and 
that  no  occupation  narrower  in  scope  was  practicable,  the  fact  remains 
that  military  government  by  a  foreign  power  in  such  circumstances  is 
of  all  methods  one  of  the  least  likely  to  increase  the  prestige  of  the 
occupying  powers  and  advance  the  cause  that  they  wish  to  serve. 
The  ultimate  hope  is  that  future  aggression  will  be  prevented  by  a 
change  in  the  moral  outlook  of  the  German  people,  bringing  with  it 
the  conviction  that  there  are  nobler  missions  in  life  than  military 
conquest  and  political  domination  and  better  ways  of  living  than 
those  based  on  autocracy  and  regimentation  and  upheld  by  the  spy, 
the  bully,  and  the  torturer. 

But  the  wider  and  more  thorough  the  foreign  military  occupation, 
the  less  likely  it  is  to  assist  in  the  growth  of  the  necessary  change  in 
outlook.  For  if  it  is  desired  to  lead  and  confirm  a  people  in  the  path 
of  democracy,  the  aim  will  not  be  achieved  by  displaying  the  apparatus 
of  military  government  before  their  eyes.  If  it  is  desired  to  demon- 
strate a  better  way  of  life  and  conduct  to  a  people,  the  aim  will  not 
be  achieved  by  planting  in  their  midst  an  army  made  up  largely  of 
raw  youths,  separated  by  thousands  of  miles  from  the  restraint  of 
family  and  neighborhood,  subject  to  new  temptations  against  which 
nothing  in  the  experience  of  the  majority  of  them  is  proof,  and  con- 
suming liberal  rations  while  the  indigenous  peoples  are  desperately 
short  of  the  basic  necessities.  In  such  conditions  it  is  unlikely  that,  as 
a  whole,  the  occupying  forces  will  constitute  a  good  example  of  the 
best  elements  in  the  communities  from  which  they  come.  When,  in 
addition,  account  is  taken  of  the  decline  in  the  quality  of  the  occupying 
forces  as  many  of  its  abler  and  more  experienced  members  return  to 
peacetime  occupations  in  their  own  countries,  little  ground  is  left  for 
hoping  that  the  prestige  of  the  occupying  powers  will  be  as  great  at 
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the  end  as  it  was  at  the  beginning  of  the  occupation.  And  this  con- 
clusion is  not  substantially  altered  by  pointing  to  the  many  men  in 
the  occupation  forces  who  have  worked  with  unsparing  energy  and 
complete  integrity  at  their  tasks  and  some  of  whom  have  continued 
at  their  posts  when  they  could  have  gained  materially  by  going  else- 
where. This  side  of  the  picture  is  less  spectacular  and  less  known  to 
the  indigenous  peoples  than  the  other. 

The  German  people  have  a  long  and  hard  path  to  follow  before  they 
will  inspire  in  others  confidence  that  they  have  turned  permanently 
into  the  ways  of  peace.  The  evil  remnants  of  the  old  order  have  not 
all  been  extirpated.  Nevertheless,  it  is  well  that,  since  the  period  which 
this  book  covers,  the  apparatus  of  alien  military  government  has  been 
reduced,  an  indigenous  Western  government  has  been  formed  and 
given  increasing  powers,  and  the  New  Colonialism  is  rapidly  fading 
away.  The  seeds  of  reform  can  grow  only  from  within. 


CHAPTER    XVIII 


Filling  One  Gap 
and  Creating  Another 


Toe 


ord  Keynes  headed  a  distinguished  group  of  British 
(officials  who  left  London  in  September  1945  to  ar- 
range for  the  winding  up  of  Lend-Lease,  to  review  and  confirm  in 
formal  negotiations  the  results  of  the  earlier  informal  discussions  on 
the  main  outlines  of  commercial,  raw  material,  and  cartel  policy,  and, 
last  and  most  important,  to  arrange  financial  aid  to  tide  over  Britain's 
balance-of-payments  difficulties.  The  amicable  nature  of  the  informal 
preliminary  talks  in  London  had  made  us  hopeful  of  a  reasonably 
quick  agreement  in  Washington. 

But  weeks  and  then  months  passed  and  the  Washington  negotia- 
tions dragged  on  in  an  increasingly  unfavorable  atmosphere.  Sharp 
words  were  exchanged  and  serious  divisions  were  revealed  on  finan- 
cial aid  to  Britain,  overshadowing  the  smooth  and  agreeable  discus- 
sions on  the  other  two  issues.  Lord  Keynes  presented  an  exhaustive 
statement  of  Britain's  financial  predicament  and  its  historical  origin  in 
her  unrivalled  war  effort.  He  showed  how  the  loss  of  overseas  assets 
and  the  diminution  in  the  power  to  earn  foreign  exchange  were  the 
result  of  the  early  entry  of  the  British  people  into  the  war,  their 
resistance  to  the  enemy  after  their  European  Allies  had  fallen  and 
before  the  United  States  entered  the  war,  the  completeness  of  their 
mobilization  for  war,  the  curtailment  of  their  exports,  and  the  trans- 
ference of  workers  from  production  for  export  to  production  of  war 
goods.  The  extensive  damage  to  the  country  from  bombing  and  the 
running  down  and  lack  of  replacement  of  equipment  had  added  to 
reconstruction  needs,  and  for  a  time  had  swollen  urgent  import  re- 
quirements. Keynes's  exposition  was  supported  by  abundant  statistics 
and  a  careful  analysis  that  laid  bare  the  disturbing  facts  of  Britain's 
postwar  economic  position.  The  conclusion  to  which  all  this  pointed 
was  that  Britain  was  in  urgent  need  of  financial  aid  to  avert  disaster 
but  that,  having  regard  to  the  origin  of  her  difficulties  in  the  contribu- 
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tion  made  to  a  common  cause,  it  would  be  unjust  to  saddle  her  with 
a  burden  of  future  debt  that  would  hang  over  her  for  many  years  to 
come  and  constitute  a  source  of  future  Anglo-American  friction. 
Financial  assistance  should  therefore  be  given  as  a  grant,  not  a  loan. 

As  we  had  expected  in  the  embassy,  this  case,  though  brilliantly 
expounded  and  impressively  supported  by  a  wealth  of  data,  had  little 
effect  on  Washington.  Neither  the  Congress  nor  the  American  people 
nor  many  American  officials  had  been  educated  to  an  understanding 
of  Britain's  position  and  her  economic  contribution  to  the  war.  It  had 
been  the  conscious  or  unconscious  policy  of  the  Administration  and 
still  more  of  the  Press  to  give  more  domestic  publicity  to  the  role  of 
the  United  States  in  the  war  than  to  the  role  of  the  Allies.  This  was 
tactically  useful  in  combating  former  isolationists  masquerading  in 
other  guises.  But  it  had  unfortunate  results  in  other  directions  and 
aided  the  neo-isolationists  in  the  postwar  period.  The  United  States 
negotiators,  therefore,  gave  little  or  no  attention  to  the  origin  of 
Britain's  difficulties,  and  would  consider  no  remedy  other  than  that 
of  credits  to  be  repaid  in  the  future.  Their  attitude  created  widespread 
disappointment  bordering  on  resentment  in  Britain. 

The  friction  which  arose  at  the  outset  over  this  question  of  principle 
was  greatly  increased  when  the  discussion  turned  to  the  size  of  the 
loan.  Admittedly  the  difficulties  of  forecasting  were  immense,  but 
Lord  Keynes  presented  a  carefully  reasoned  estimate,  on  which 
Whitehall  had  worked  for  several  months,  of  the  amount  that  would 
be  needed.  The  United  States  negotiators  countered  with  a  proposal 
for  a  credit  of  substantially  less  than  this  amount,  based  on  what  they 
alleged  to  be  domestic  political  expediency  and  not  on  a  carefully 
reasoned  estimate  of  the  gap  to  be  filled.  Long-drawn-out  higgling 
followed,  ending  in  the  time  honored  but  arbitrary  compromise  of 
"splitting  the  difference" !  So  sharp  were  the  differences  and  so  un- 
willingly were  the  compromises  made  that  the  whole  conference  was 
overshadowed  in  the  public  mind  by  this  single  issue,  and  the  striking 
progress  made  and  amicable  relations  maintained  in  the  discussions 
on  the  settlement  of  Lend-Lease  accounts  and  on  commercial  policy 
were  obscured  in  the  public  mind  and  failed  to  offset  the  impression  of 
disharmony  and  acerbity  left  by  the  discussions  on  the  loan. 

Although  the  members  of  the  United  States  delegation  and  their 
advisers  showed  a  common  front  in  the  negotiations,  there  were  dis- 
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agreements  among  them  in  the  delegation  meetings.  Those  who  were 
experienced  in  international  affairs  were  more  ready  than  those  whose 
experience  had  been  mainly  in  domestic  affairs  to  offer  generous 
terms  to  Britain.  Among  the  former  were  William  Clayton,  Dean 
Acheson,  and  Dr.  Harry  White,  and  among  the  latter,  Fred  Vinson, 
who  had  succeeded  Mr.  Morgenthau  as  Secretary  of  the  Treasury, 
and  Marriner  Eccles,  chairman  of  the  board  of  governors  of  the 
Federal  Reserve  System.  Mr.  Clayton — and,  I  believe,  Mr.  Acheson 
— advocated  a  larger  loan  than  that  which  was  given,  Mr.  Clayton 
contending  that  it  would  be  following  good  banking  practice  to  make 
the  loan  large  enough  to  exclude  the  likelihood  of  a  decline  in  con- 
fidence and  a  "run  on  the  bank."  Dr.  White  was  in  favor  of  an 
interest-free  loan.  But  Mr.  Vinson  and  Mr.  Eccles  held  that  $3,750 
million  was  as  much  as  could  be  got  out  of  Congress.  Mr.  Vinson, 
besides  being  new  and  inexperienced  in  his  post,  seems  to  have 
allowed  a  personal  pique  against  Lord  Keynes  to  affect  his  attitude 
toward  questions  of  substance,  just  when  the  times  called  for  far- 
seeing  statesmanship. 

The  details  of  the  agreements  are  public  property  and  only  the  main 
points  will  be  mentioned  here.  A  "line  of  credit"  of  $3,750  million 
was  set  up,  on  which  the  U.K.  could  draw  up  to  the  end  of  195 1,  and 
an  additional  credit  of  $650  million  was  given  to  cover  the  final  settle- 
ment of  Lend-Lease.  On  both  credits  repayments  were  to  be  made 
beginning  in  195 1  and  extending  over  fifty  years.  The  interest  rate 
was  to  be  2  per  cent  on  the  outstanding  amount,  but  interest  payments 
would  be  cancelled  once  and  for  all  in  any  year  in  which  Britain  was 
faced  with  balance-of-payments  difficulties  due  to  a  decline  in  her 
current  earnings  abroad.  Then  came  the  most  controversial  clause  of 
all.1  A  year  after  the  agreement  came  into  force  all  restrictions  on  the 
use  of  sterling  derived  from  current  transactions  were  to  be  removed 
and  the  holders  were  to  be  free  to  convert  it  into  any  other  currency, 
including  dollars.  Historically  this  last  clause  was  the  culmination  of 
the  long  agitation  in  Washington,  described  earlier,  against  the 
"dollar  pool" — an  agitation  carried  on  in  the  first  place  by  exporting 
business  interests  and  supported  by  officials  subjected  to  pressure 
from  congressmen. 

In  retrospect  it  seems  surprising  that  in  such  a  brief  time  after  the 

1  Section  7. 
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war  the  convertibility  clause  in  the  Loan  Agreement  should  have  been 
adopted.  Could  it  have  been  seriously  believed  that  in  a  little  over  a 
year  after  the  end  of  the  war  the  network  of  world  trade  would  be 
restored  to  a  point  where  such  a  provision  could  really  work  success- 
fully ?  Lord  Keynes  and  his  colleagues  fought  the  clause  long  and  hard, 
but  in  the  end  had  to  give  way.  On  the  U.S.  side  there  had  been  no 
serious  research  into  the  future  of  international  trade :  little  attention 
had  been  given  to  the  illuminating  study  by  the  League  of  Nations 
Economic  Secretariat,  published  in  1942,  which  showed  the  difficulties 
of  establishing  and  maintaining  a  multilateral  trading  system.2  It 
would  have  been  reasonable  to  have  adopted  a  clause  providing  for 
the  restoration  of  convertibility  of  current  sterling  under  specified 
world  economic  conditions,  and  fixing  periodical  meetings  to  consider 
whether  those  conditions  had  yet  been  established.  Unfortunately, 
there  was  a  strong  political  drive  in  Washington  at  the  time  to  set 
precise  and  early  time  limits  for  the  scrapping  of  economic  measures 
adopted  in  wartime. 

Another  unfortunate  though  much  less  serious  provision  of  the 
Loan  Agreement  was  Section  9,  which  obliged  the  United  Kingdom 
to  accept  a  share  of  U.S.  imports  when  limiting  the  total  imports  of 
any  product  which  she  had  formerly  imported  to  some  extent  from 
the  U.S.  This  provision  would  have  been  reasonable  in  ordinary 
times,  but  in  times  of  dollar  shortage  it  might  force  the  U.K.  to  choose 
between  paying  out  much  needed  dollars  and  going  without  an  im- 
ported product  altogether.  It  is  difficult  to  determine  how  far  the 
U.K.  was  hampered  by  this  clause  later.  Some  useful  exceptions  to  its 
application  were  provided. 

The  negotiations  on  the  settlement  of  Mutual  Aid  and  on  inter- 
national trade  policy  stood  out  in  sharp  contrast  with  those  on  the 
loan.  Unfortunately,  the  controversies  on  the  loan  drew  attention 
away  from  them  and  greatly  reduced  public  appreciation  in  the  United 
Kingdom  of  the  benefits  that  came  from  them.  The  Mutual  Aid  Settle- 
ment, speaking  roughly,  wiped  out  all  claims  for  the  $16  to  $21  mil- 
lion of  Lend-Lease  goods  consumed  by  the  U.K.  during  the  war  and 
prescribed  terms  of  payment  identical  with  those  of  the  loan  for  the 
Lend-Lease  goods  received  and  consumed  by  the  U.K.  after  the  war 
and  for  U.S.  military  surpluses  taken  over  by  the  U.K.  This  stood 

2  League  of  Nations,  The  Network  of  World  Trade,  Geneva,  1942. 
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in  notable  contrast  with  the  deplorable  terms  foisted  on  the  naive  and 
mild  mannered  Mr.  Baldwin  by  the  U.S.  government  in  1923,  the 
excuse  for  which  was  expressed  later  by  the  equally  mild  and  perhaps 
even  more  inept  President  Coolidge  in  the  famous  phrase,  "Well,  they 
hired  the  money,  didn't  they?"  In  the  embassy  in  London  we  observed 
regretfully  that  the  friction  over  the  loan  negotiations  held  back  the 
British  people  from  a  full  appreciation  of  this  contrast,  which  in  itself 
was  a  tribute  to  the  development  of  the  American  people  in  the  Roose- 
velt era. 

In  London  we  were  gravely  disturbed  over  the  effect  on  British 
public  opinion  of  the  controversies  in  Washington,  and  feared  trouble 
in  Parliament  when  the  agreements  came  up  for  debate.  Before  the 
agreements  were  signed  in  Washington,  Ambassador  Winant  had 
been  greatly  worried  over  the  deterioration  in  Anglo-American  rela- 
tions as  the  negotiations  dragged  on,  and  had  sent  for  me  to  take 
part  in  drafting  with  him  a  message  explaining  the  concern  of  the 
British  cabinet,  expressed  to  him  by  Mr.  Attlee  the  day  before,  and 
the  increasingly  unfavorable  public  attitude  toward  the  United 
States.  In  the  embassy  we  had  attempted  to  explain  from  time  to 
time  the  attitude  of  the  British  people  toward  the  economic  losses 
which  they  had  suffered  during  the  war.  But  although  certain  in- 
dividuals in  Washington  understood  it,  the  majority  did  not,  and 
they  were  taken  aback  by  the  British  reaction  to  the  loan. 

As  we  had  expected,  the  Washington  agreements  had  a  stormy 
passage  in  both  Houses  of  Parliament,  and  the  ministers  who  piloted 
them  through  had  a  difficult  and  anxious  time.  If  there  had  been  any 
practicable  alternative  measure  and  if  the  Labor  Government  had  not 
been  backed  by  a  cohesive  and  well-organized  party  I  doubt  whether 
the  Loan  Agreement  would  have  been  accepted.  Here  was  an  object 
lesson  in  the  errors  of  those  Americans  who  regretted  the  victory  of 
the  Labor  Party  and  imagined  that  it  would  have  been  better  for  the 
United  States  if  Mr.  Churchill  had  been  returned  with  a  Conservative 
majority.  The  Labor  Party  had  trouble  with  a  tiny  majority  of  its 
"left"  wing.  But  the  whole  Conservative  Party  was  a  sorry  spectacle 
of  confusion,  vacillation,  and  dissension.  Ambassador  Winant  had, 
with  discretion,  used  his  great  personal  influence  in  an  attempt  to 
persuade  responsible  Opposition  leaders  to  support  or  at  least  not  to 
oppose  the  agreements.  Mr.  Eden,  Sir  John  Anderson,  and  even 
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Mr.  Churchill  well  understood  the  necessity  of  endorsing  the  agree- 
ments, and  some  of  the  leaders  would  have  taken  their  party  into 
the  division  with  the  government  if  they  had  been  able  to  do  so.  But  a 
strong  revolt  broke  out  among  the  rank  and  file,  and  in  a  desperate 
effort  to  control  it  the  leaders  decided  on  a  policy  of  abstention  as  a 
means  of  diverting  conservative  members  away  from  the  "Noes"  in 
the  Commons  and  the  "Not  contents"  in  the  Lords.  Their  lack  of 
control  was  strikingly  brought  out  when,  in  the  debate,  the  Conserva- 
tive leaders  both  recommended  that  their  followers  abstain  and  them- 
selves abstained,  only  to  find  a  large  section  of  their  followers  flouting 
their  advice  and  voting  against  the  agreements.  Ninety  negative 
votes,  most  of  them  Conservative,  were  cast  against  the  Government's 
345.  This  made  us  anxious  regarding  the  outcome  of  the  debate 
which  was  to  begin  three  days  later  in  the  House  of  Lords,  where 
the  Conservatives  had  an  overwhelming  majority.  The  Ambassador 
found  that  Lord  Cranbourne  judged  it  best  to  urge  abstention  on 
Conservatives  even  though  he  would  have  preferred  to  vote  for  the 
agreements  himself.  But  we  felt  anxious  again  as  the  hour  for  the 
debate  approached:  Lord  Beaverbrook  was  agitating  among  Con- 
servatives for  a  vote  against  all  the  agreements,  regardless  of  the 
consequences  on  Britain's  financial  position.  His  campaign  aroused 
talk  in  Labor  circles  of  measures  to  curb  the  power  of  the  House  of 
Lords  still  further  than  the  Parliament  Act  of  191 1  had  done. 

Meanwhile,  Lord  Keynes  was  hurrying  back  to  London.  He  had 
been  on  the  other  side  of  the  Atlantic  when  the  Commons  debate  took 
place,  and  the  Loan  and  Lend-Lease  Agreements  had  been  expounded 
by  Drr  Hugh  Dalton,  the  Chancellor  of  the  Exchequer,  in  a  masterly 
opening  speech,  which  still  reads  as  an  excellent  statement  of  the 
whole  question.3  But  in  the  House  of  Lords,  Keynes  himself  could 
speak,  and  his  presence  was  urgently  needed  in  view  of  the  weakness 
of  Government  representation  there.  Fortunately  he  was  able  to  reach 
England  on  the  first  day  of  debate  and  to  open  the  adjourned  debate 
the  next  day  in  a  memorable  speech,  which,  perhaps  more  than  any 
other  single  factor,  ensured  the  passage  of  the  resolution  and  kept 
down  the  negative  vote  to  8.  There  was  an  air  of  uncertainty  about 
the  result  on  the  first  day:  the  Labor  vote  was  insignificant  in  the 

3  Hansard,  Parliamentary  Debates,  Vol.  417,  No.  58,  December  12,  1945,  pp.  422- 
43- 
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House  of  Lords,  and  if  many  of  the  Conservative  peers  had  followed 
the  example  of  the  Conservative  commoners  the  Government  would 
have  been  defeated. 

Keynes  rose  in  an  unsympathetic  House  to  make  the  most  effective 
speech  of  his  career.  It  was  a  unique  position  that  he  had  come  to 
occupy.  A  public  servant,  brought  up  in  an  ' 'academic"  tradition,  an 
expert  or  specialist  who  had  worked  on  the  details  of  complicated 
financial  measures,  he  was  yet  able  to  sway  a  political  assembly  of 
discordant  elements,  most  of  them  prejudiced  against  the  measures 
which  he  appealed  to  them  to  support,  but  all  of  them  deeply  impressed 
with  his  sincerity,  with  the  magnitude  of  his  intellect,  and  with  the 
eloquence  and  charm  of  his  utterance.  Perhaps  part  of  the  power  of 
his  speech  lay  in  a  capacity,  which  abounds  in  his  writings,  to  carry 
his  audience  in  imagination  beyond  the  narrow,  immediate  "techni- 
cal" issue  to  the  wider  forces  which  move  human  societies.  His  first 
sentences  accomplished  this: 

"Two  days  at  Westminster  are  enough  to  teach  one  what  a  vast 
distance  separates  us  here  from  the  climate  of  Washington.  Much 
more  than  the  winter  waste  of  the  North  Atlantic  and  that  somewhat 
overrated  affair,  the  Gulf  Stream,  though  that  is  quite  enough  in  itself 
to  fog  and  dampen  everything  in  transit  from  one  hemisphere  to  the 
other.  Yet  I  can  well  see  that  no  one  would  easily  accept  the  result 
of  these  negotiations  with  sympathy  and  understanding  unless  he 
could,  to  some  extent  at  least,  appreciate  the  motives  and  purposes  of 
the  other  side.  .  .  .  How  difficult  it  is  for  nations  to  understand  one 
another,  even  when  they  have  the  advantage  of  a  common  language. 
How  differently  things  appear  in  Washington  than  in  London,  and 
how  easy  it  is  to  misunderstand  one  another's  difficulties  and  the  real 
purpose  which  lies  behind  each  one's  way  of  solving  them.  .  .  ,"4 

The  speech  was  itself  a  brilliant  contribution  toward  explaining  the 
American  attitude  to  the  British  people,  and  it  helped  to  relieve  the 
tension  and  reduce  the  friction  which  had  been  induced  by  the  negotia- 
tions. Once  a  decision  had  been  reached,  no  negotiator  ever  stood 
more  loyally  than  Keynes  did  behind  the  inevitable  compromises.  He 
had  spoken  at  times  during  the  negotiations  in  bitter,  sarcastic  lan- 

4  Hansard,  Parliamentary  Debates:  House  of  Lords,  Fifth  Series:  cxxxviii, 
December  18,  1945,  p.  778. 
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guage  which  offended  some  of  the  more  sensitive  negotiators.  He  had 
most  reluctantly  accepted,  as  a  matter  of  necessity  and  after  a  last- 
ditch  struggle,  some  of  the  provisions  finally  adopted.  Yet,  while 
frankly  expressing  his  regret  at  some  of  the  decisions,  he  stood  firmly 
by  all  of  them  when  he  returned,  and  he  allowed  no  word  of  recrimina- 
tion to  escape  him,  nor  did  he  indulge  in  any  of  those  devices  of  at- 
tacking by  indirection  into  which  less  scrupulous  negotiators,  fearful 
of  their  prestige,  might  have  been  drawn  before  an  audience  that 
would  have  applauded  any  manifestation  of  discontent.  He  even  seems 
to  have  underestimated  in  his  speech  the  risks  of  the  "convertibility 
clause,"  although  he  had  carried  on  a  long  and  bitter  struggle  against 
it  in  the  negotiations.  Notwithstanding  occasional  fits  of  pessimism 
Keynes's  temperament  was  generally  sanguine  and  he  bore  no 
grudges. 

This  was  the  last  great  public  act  of  Lord  Keynes.  In  the  following 
week  I  left  for  Germany,  and  in  the  spring,  just  as  I  was  about  to 
discuss  with  the  Ambassador  a  time  for  a  dinner  meeting  with  Keynes 
when  he  came  back  from  the  country,  the  news  of  his  sudden  death 
came.  In  the  intervening  period,  still  fatigued  by  the  long-drawn-out 
loan  negotiations,  he  had  attended  the  meeting  of  the  International 
Monetary  Fund  at  Savannah,  Georgia,  expecting  the  session  to  be  a 
quiet  one.  Unfortunately,  it  degenerated  into  another  prolonged 
altercation,  this  time  over  what  to  many  of  us  seemed  minor  issues, 
such  as  the  location  of  the  Fund's  headquarters  and  the  salaries  of 
its  directors.  Here  Mr.  Vinson,  still  deficient  in  a  sense  of  humor, 
continued  his  personal  opposition  to  Keynes,  with  whose  quick  mind 
he  found  it  difficult  to  cope  in  debate  on  the  merits  of  the  issues.  It  was 
an  unfortunate  turn  of  fate  that  took  Keynes  across  the  Atlantic  to 
this  meeting.  On  the  eve  of  new  developments,  which,  following  a 
deceptive  initial  spurt  toward  recovery  in  Allied  countries,  were  to 
expose  the  inadequacy  of  existing  postwar  plans  and  call  for  bold  and 
constructive  imagination,  the  great  architect  of  so  much  of  the  post- 
war planning  frittered  away  his  scanty  remaining  stock  of  physical 
energy  on  issues  that  were  not  even  of  secondary  importance  in  com- 
parison with  the  pressing  issues  of  world  reconstruction,  and  on  behalf 
of  an  institution  that  was  not  destined  to  play  any  significant  role  in 
the  next  few  years. 
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Keynes's  last  economic  paper  appeared  shortly  after  his  death5  and 
gives  some  important  indirect  clues  to  his  outlook  on  reconstruction. 
Amid  much  that  is  wise,  stimulating,  and  suggestive,  it  reveals  some 
of  the  limitations  of  economists  and  their  methods  of  analysis.  His 
overoptimistic  picture  of  the  near  future  was  based  largely  on  financial 
statistics  showing  past  tendencies  in  periods  when  conditions  were 
very  different  from  what  they  would  be  after  1945.  He  laid  stress  on 
the  size  of  the  foreign  assets  held  in  the  United  States,  particularly 
the  funds  of  the  European  Allies  which  had  been  blocked  during  the 
war,  and  pointed  to  the  net  debtor  position  (omitting  gold  holdings) 
of  the  United  States  at  the  end  of  1945.  But  he  did  not  mention  that 
Western  Europe  would  not  receive  UNRRA  aid  and  that  its  import 
requirements  included  very  large  quantities  of  food  as  well  as  raw 
materials  and  other  producer  goods  needed  to  restore  its  working 
capital  and  reequip  its  industries.  His  Table  VI,  showing  European 
dollar  holdings,  would  have  appeared  much  less  impressive  if  it  had 
been  compared  with  figures  of  import  requirements  valued  in  the 
sharply  rising  prices  which  followed  the  premature  abandonment  of 
controls  in  the  United  States.  Moreover,  the  Latin  American  hold- 
ings, which  at  the  moment  looked  impressive,  would  decline  rapidly 
when  wartime  shortage  of  shipping  and  equipment  for  civilian  needs 
had  passed  away  and  when  the  pent-up  demand  for  American  goods, 
swollen  by  inflation,  was  released  with  little  check  from  ineffective 
import  controls. 

Nor  was  there  any  discussion  in  Keynes's  paper  of  the  future  effects 
on  the  U.K.  balance  of  payments  of  the  breakdown  in  the  system  of 
world  multilateral  trade  and  the  long  and  delicate  processes  of  adjust- 
ment that  would  be  required  in  the  production  and  trade  of  every 
continent  before  stable  trading  relations  could  be  restored  between 
the  United  States  and  Great  Britain.  Surprisingly,  Keynes  buttressed 
his  optimistic  conclusions  by  paying  unexpected  tribute,  first,  to  the 
teachings  of  the  classical  economists  that,  "There  are  in  these  matters 
deep  undercurrents  at  work,  natural  forces,  one  can  call  them,  or  even 
the  invisible  hand,  which  are  operating  toward  equilibrium" ;  and, 
second,  to  the  "magnificent  objective  approach"  of  the  United  States 
Proposals  for  Consideration  by  an  International  Conference  on  Trade 

5  "The  Balance  of  Payments  of  the  United  States,"  Economic  Journal,  June 
1946,  PP-  172-87. 
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and  Employment,  which  he  describes  as  being  ".  .  .  expressly  directed 
toward  creating  a  system  which  allows  the  classical  medicine  to  do 
its  work."6 

Keynes  made  these  points  in  a  remarkable  paragraph  which  will  be 
of  permanent  interest  to  students  of  economic  thought  and,  in  truth, 
both  of  them  are  relevant  and  valid  in  appropriate  circumstances. 
But  I  should  have  thought  that  they  were  quite  out  of  place  in  the 
context  in  which  Keynes  put  them.  Neither  of  them  taken  separately 
nor  both  taken  together  could  possibly  remove,  or  even  appreciably 
reduce,  the  pressing  postwar  international  economic  difficulties  of 
Britain.  The  economic  times  were  out  of  joint  and  Keynes  would  have 
done  better  to  have  revived  the  proposals  in  the  first  version  of  his 
plan  for  an  International  Clearing  Union  than  to  have  offered  the 
prescription  contained  in  his  last  article.  It  was  indeed  ironical  that  he 
who  invented  the  immortal — and  devastating — phrase,  "In  the  long 
run  we  are  all  dead,"  should  himself  at  the  last  have  chosen  to  eulogize 
the  slow  acting  "classical  medicine"  at  a  time  when  the  international 
economic  order  was  rapidly  moving  towards  a  crisis,  and  when,  if 
ever,  the  full  implications  of  his  sometimes  misapplied  phrase  should 
have  been  driven  home  with  all  the  wonderful  eloquence  at  his  com- 
mand. 

For  all  that,  the  passing  of  Keynes  in  the  spring  of  1946  was  in  its 
way  as  great  a  loss  to  the  economic  world  as  the  passing  of  Roosevelt 
had  been  to  the  world  of  politics  a  year  earlier.  Notwithstanding  the 
vast  differences  between  the  characteristics  of  the  two  men  and  the 
fields  in  which  they  worked,  they  resembled  each  other  in  the  posses- 
sion of  great  personal  qualities  of  constructive  leadership,  based  on 
rare  political  insight  in  the  one  and  economic  insight  in  the  other, 
and  on  a  rare  ability  in  both  to  persuade  their  fellow  men,  which  gave 
each  of  them  a  world  pre-eminence  in  his  own  day  and  in  his  own 
sphere. 

As  Keynes  passes  out  of  the  further  history  of  postwar  planning 
we  would  do  well,  too,  to  remember  that,  like  Roosevelt,  he  lived  by 
faith  and  not  merely  by  reason.  Professor  Tugwell  has  shown  the 

6  Keynes's  generous  tribute  to  the  American  contribution  to  this  aspect  of  postwar 
planning  may  be  compared  with  his  attitude  in  1942.  The  change  may  be  attributed, 
not  only  to  the  development  of  Keynes's  ideas  but  also  to  the  closer  personal 
relations  between  British  and  American  negotiators  which  had  removed  earlier 
misconceptions. 
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vital  role  of  religious  experience  in  Roosevelt's  life.7  Doubtless 
Keynes's  religion  was  radically  different  from  Roosevelt's  in  its  intel- 
lectual content  or  formulation.  But  it  was  real  and  vital  :8  the  faith 
that  was  in  him  sustained  his  spirit  through  many  setbacks,  and  kept 
him  unsparingly  dedicated  to  the  causes  for  which  he  worked,  and 
to  which  he  sacrificed  the  limited  physical  energy  that  remained  to 
him  in  the  last  ten  years  of  his  life. 

While  the  loan  to  Britain  and  the  settlement  of  Mutual  Aid  were 
being  negotiated  in  Washington,  London  was  struggling  with  more 
humdrum  but  not  less  vital  issues  of  reconstruction  and  even  of  mere 
survival.  Throughout  the  winter  and  spring  the  shortages  of  food  and 
coal  were  an  imminent  threat  to  the  very  foundations  of  reconstruc- 
tion in  Europe.  The  European  Coal  Organization  now  filled  an  in- 
dispensable role.  The  foresight  of  a  very  small  number  of  civil  servants 
in  London  and  Washington,  and  the  cooperation  of  a  few  leading 
figures  in  the  American  coal  industry,  staved  off  disaster  by  organiz- 
ing an  emergency  flow  of  coal  from  the  United  States  to  be  allocated 
according  to  need  by  agreement  on  the  ECO. 

On  food  Washington  was  less  cooperative:  the  War  Food  Ad- 
ministration was  dominated  by  men  of  narrow  outlook  who  dreamily 
imagined  that  the  prewar  world  of  food  "surpluses"  had  returned. 
During  the  winter  of  1945- 1946  it  was  difficult  to  convince  leading 
agricultural  officials  in  Washington  of  the  necessity  for  further 
emergency  measures  to  meet  the  shortage  of  both  foodstuffs  and  feed- 
stuffs.  In  the  work  on  food  questions  in  the  Economic  Committee 

7  R.  G.  Tugwell,  "The  Preparation  of  a  President,"  in  Western  Political  Quar- 
terly, June  1948,  pp.  150-51. 

8  Two  incidents  remain  vividly  in  my  memory.  One  evening  during  the  height  of 
the  war  when  the  Ambassador  and  I  were  dining  with  the  Keyneses  in  the  base- 
ment kitchen  of  their  house  in  Gordon  Square,  Keynes  discussed  the  new  Education 
Bill  which  was  passing  through  Parliament.  Referring  to  the  provisions  in  it  for 
undenominational  religious  teaching  which,  under  the  skillful  diplomacy  of  R.  N. 
Butler,  Archbishop  Temple,  and  others  had  been  accepted  through  the  country,  he 
said,  "Ten  years  ago  I  should  probably  have  opposed  this.  But  now  I  am  in  favor 
of  it."  And  he  went  on  to  deplore  the  effects  of  what  he  considered  to  be  the 
decline  in  the  hold  of  religion  and  the  emptiness  that  was  left  when  old  forms  of 
it  were  discarded  and  nothing  put  in  their  place.  On  another  such  occasion,  as  we 
rose  from  the  dinner  table  Keynes  paused  a  moment,  standing  at  the  head  of  the 
table,  and  said,  "Some  of  my  friends  take  a  very  pessimistic  view  of  the  future, 
but  I  do  not  agree.  I  believe  that  the  world  is  about  to  enter  on  a  period  of  the 
greatest  advances  yet  made."  And  his  eyes  and  his  voice  conveyed  to  us  an  intense 
faith  and  conviction  that  unforgettably  stamped  that  moment  on  my  imagination. 
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for  Europe  and  its  food  subcommittee,  the  U.K.  representatives  were 
always  looking  ahead,  making  studies  on  future  prospects  and  bring- 
ing forward  proposals  to  deal  not  only  with  immediate  emergencies 
but  also  with  emergencies  expected  in  the  near  future.  One  of  their 
proposals  was  that  an  extraction  rate  (of  flour  from  wheat)  of  not 
less  than  85  per  cent  should  be  accepted  by  all  member  countries.  This 
was  acceptable  to  all  the  European  countries  but,  although  I  personally 
agreed  with  it,  as  the  U.S.  representative  I  could  not  join  the  agree- 
ment. Sometimes  it  was  said  that  no  useful  purpose  would  be  served 
by  U.S.  participation  in  such  conservation  measures  because  of  the 
limitations  on  the  quantities  that  could  be  transported,  both  to  the 
eastern  seaboard  and  across  the  Atlantic.  But  often  this  argument 
was  of  doubtful  validity  and  its  frequent  use  was  unpopular.  In  1945- 
1946  the  lukewarm  official  position  that  we  were  obliged  to  take  on 
the  committees  on  a  number  of  recommendations  concerning  food 
was  discouraging  to  the  representatives  of  the  countries  facing  serious 
shortages.9  Washington's  attitude  on  food  questions  at  this  time  was 
said  in  some  quarters  to  be  one  of  the  reasons  for  Governor  Lehman's 
decision  at  the  Atlantic  City  meeting  of  the  Council  in  March  1946 
to  resign  his  position  as  director  of  UNRRA.  It  was  particularly  on 
food  questions  that  the  Governor  there  vigorously  expressed  his  dis- 
satisfaction with  the  U.S.  attitude.  His  resignation  was  a  serious  loss 
to  UNRRA  and  his  place  was  not  adequately  filled.  His  integrity,  his 
international  loyalty,  and  his  dignified  and  effective  handling  of  the 
meetings  of  the  Central  Executive  Committee  had  endeared  him  to 
the  representatives  of  all  countries.  His  critics  have  not  always 
appreciated  the  immense  difficulties  he  had  to  face,  particularly  in  the 
earlier  stages  of  UNRRA's  history.  By  the  time  he  left  UNRRA  it 
was  an  effective  working  organization,  carrying  out  day-to-day  opera- 
tions on  a  scale  never  before  attempted  by  any  international  body. 

At  this  meeting  of  the  UNRRA  council  the  decision  was  taken  not 
to  seek  any  further  contributions  for  UNRRA.  Since  the  United 
States  was  the  largest  contributor  the  decision  depended  on  Washing- 
ton's attitude.  Unfortunately,  it  seemed  to  have  been  made  already 
in  practice :  during  the  hearings  in  Congress  on  the  second  UNRRA 

9  For  an  illuminating  account  of  the  situation  in  Washington  at  this  time  see  Bela 
Gold,  Wartime  Economic  Planning  in  Agriculture  (New  York,  Columbia  Uni- 
versity Press),  1949,  Chap.  XV.  This  study  deserves  wide  attention. 
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appropriation  the  administration  spokesmen  had  been  severely  heckled 
by  reactionary  congressmen  and  had  been  pressed  back  on  their  last 
defenses,  one  of  which  was  that  this  was  the  final  appropriation  of  its 
kind  that  Congress  would  be  asked  to  make.  This  predisposed  politi- 
cal circles  in  Washington  to  place  the  most  favorable  interpretation  on 
reports  of  economic  conditions  in  Europe. 

Having  crossed  the  Atlantic  to  attend  the  Council  meeting  after 
an  interval  of  sixteen  months  since  my  previous  visit  to  the  United 
States,  I  was  struck  with  the  attitude  of  rather  casual  and  easy  opti- 
mism about  European  revival  in  many  Washington  circles.  This  stood 
in  sharp  contrast  to  the  attitude  on  the  other  side  of  the  Atlantic.  An 
explanation  of  the  difference  would  be  complex,  but  one  general 
factor  that  lay  behind  the  contrasting  attitudes  was  the  fact  of  scarcity 
in  the  U.K.  and  Europe  and  its  absence  in  North  America.  In  Britain 
and  Europe  most  of  the  goods  that  satisfied  the  basic  needs  of  everyday 
life  were  drastically  rationed.  In  addition,  the  governments  were  en- 
gaged in  continual  negotiations  to  decide  on  the  allocation  of  scarce 
goods  and  services  among  claimant  countries.  Since  most  of  the 
products  that  entered  into  international  trade  were  abundant  in  North 
America  and  scarce  in  Europe,  the  negotiations  had  very  different 
significance  for  the  two  areas. 

However,  it  was  not  merely  differences  between  the  economic 
environments  of  Europe  and  the  United  States  and  differences  in 
judgments  on  the  supply  situation  but  also  increasing  political  friction 
with  the  Soviet  Union  which  changed  the  attitude  to  UNRRA  in 
some  political  circles  in  Washington.  If  there  was  a  possibility  that 
the  Soviet  Union  might  become  an  enemy  instead  of  an  Ally  in  the 
future,  the  question  arose  whether  or  not  it  was  wise  to  assist  Poland, 
Yugoslavia,  and  Czechoslovakia,  who  were  believed  to  be  falling  in- 
creasingly under  Russian  domination  and  whose  attitude  to  the 
United  States  was  unfriendly  if  not  hostile. 

As  so  often  happens  in  Washington,  the  question  was  not  examined 
on  its  merits.  After  the  summer  of  1945  it  was  confused  by  rumors 
and  gossip,  alleging  misuse  of  UNRRA  goods  in  Eastern  Europe. 
These  allegations,  beginning  in  whispers,  were  later  proclaimed  from 
the  housetops,  and  in  the  end  gained  wide  acceptance  in  the  United 
States  and  almost  general  acceptance  in  Congress.  A  complete  ex- 
planation of  this  strange  spread  of  a  myth  cannot  be  attempted  here, 
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but  having  attended  every  Council  meeting  of  UNRRA  and  almost 
every  meeting  of  the  Committee  of  the  Council  for  Europe  from  the 
beginning  of  the  organization  to  the  middle  of  1946,  and  having  in 
the  course  of  my  duties  to  keep  in  constant  touch  with  UNRRA 
affairs,  I  believe  that  the  allegations  that  UNRRA  aid  was  to  a 
significant  extent  misused  in  the  Central  and  Eastern  European 
countries  are  without  foundation — the  product  of  tittle-tattle  based 
on  magnification  of  minor  infractions  or  on  fabrications  designed  to 
serve  political  ends.  In  every  area  which  received  UNRRA  supplies, 
including  the  Ukraine  and  Byelorussia,  UNRRA  missions  made  con- 
tinuous investigations  into  the  local  distribution  of  supplies.  In  addi- 
tion, leading  officials  of  UNRRA  made  frequent  visits  to  the  coun- 
tries. Every  alleged  infringement  of  UNRRA  conditions  was  investi- 
gated promptly.  Those  of  us  who  served  as  U.S.  representatives  on 
UNRRA  bodies  had  no  reason  to  be  biased  in  favor  of  the  U.S.S.R. 
and  the  Eastern  European  countries.  A  large  part  of  the  time  I  gave 
to  my  duties  on  UNRRA  matters  in  London  was  consumed  in  helping 
to  organize  the  defeat  of  unacceptable  resolutions  by  the  Soviet  Union. 
But,  although  there  is  no  space  in  this  study  to  go  into  details  of  the 
allegations  made  and  the  results  of  the  investigation  into  them,  it  is 
only  fair  to  record  my  view  that  the  Eastern  and  Central  European 
countries  and  the  Ukraine  and  Byelorussia  acted  honorably,  and  that 
they  reasonably  fulfilled  their  engagements  with  respect  to  the  relief 
goods  which  they  received  from  UNRRA.  Yet  the  agitation  against 
UNRRA,  fanned  by  isolationists  and  other  political  opponents  of  the 
administration,  gathered  such  strength  that  even  among  congressmen 
and  others  well  disposed  toward  international  cooperation  it  seems  to 
have  been  widely  believed  in  the  end  that  grave  abuses  prevailed  in 
UNRRA.10 

Throughout  1946  the  proceeds  of  the  second  contribution  to 
UNRRA  provided  a  full  and  indispensable  flow  of  supplies  to  the 
UNRRA  countries,  and  at  the  end  of  the  year  enough  remained  to 

10  Fortunately,  these  false  impressions  are  on  the  way  to  correction.  During  the 
preparation  of  documents  by  the  staff  of  a  congressional  committee  examining  the 
European  Recovery  Program,  some  congressmen  proposed  the  insertion  of  state- 
ments regarding  the  alleged  abuses  and  failure  of  UNRRA,  but  there  were  suffi- 
ciently well-informed  persons  on  the  staff  of  the  committee  to  persuade  the  congress- 
men that  such  statements  were  unfounded  and  should  not  be  inserted.  The  weakness 
of  UNRRA's  public  information  system  contributed  also  to  public  misconceptions 
of  UNRRA's  achievements. 
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continue  the  flow  for  several  months  into  1947.  The  discussions  on 
relief  which  took  place  in  1946,  therefore,  were  concerned  not  with 
the  immediate  position  in  the  UNRRA  countries  but  with  the  position 
that  would  arise  in  the  spring  or  summer  of  1947.  The  question  arose, 
what  needs  would  remain  and  how  should  they  be  met? 

The  effect  of  the  anti-UNRRA  campaign  in  congressional  circles 
was  to  discredit  in  the  minds  of  congressmen  the  method  of  meeting 
international  relief  needs  by  international  organization.  The  issue 
that  had  been  fought  out  in  1942  and  early  1943  was  reopened,  and 
this  time  the  supporters  of  an  international  approach  were  defeated 
by  the  supporters  of  a  unilateral  approach.  The  turn  of  the  tide  was 
the  result  of  the  false  or  exaggerated  stories  spread  by  reactionary 
congressmen  on  the  supposed  abuses  of  UNRRA  relief,  together  with 
the  frequent  repetition  of  the  argument  that  the  United  States  had  no 
control  over  the  uses  to  which  its  supplies  were  put,  although  it 
provided  nearly  70  per  cent  of  UNRRA's  supplies.  On  an  interna- 
tional body,  the  critics  said,  the  U.S.,  having  only  one  among  some 
50  votes  is  always  outvoted,  and  its  supplies  are  disposed  of  in  ways 
of  which  it  does  not  approve  but  is  powerless  to  change. 

This  reasoning  seemed  plausible  to  those  who  had  no  knowledge 
of  the  workings  of  UNRRA  in  practice.  But  it  bore  no  relation  to 
realities.  In  all  the  meetings  of  the  Council  and  of  the  Committee  of 
the  Council  for  Europe  I  do  not  remember  any  important  supply 
question  on  which  the  United  States  viewpoint  was  flouted  or  disre- 
garded. It  was  important,  however,  that  this  result  was  achieved  by 
persuasion  and  not  by  dictation.  The  doctrine  that  unless  a  supply 
country  is  given  a  veto  power  its  supplies  will  necessarily  be  used  in 
ways  of  which  it  does  not  approve  is  based  on  spurious  logic.  Actually, 
the  distribution  of  supplies  was  made  in  accordance  with  general 
criteria  of  need  agreed  on  by  the  countries  concerned.  Under  these 
conditions  there  was  much  less  discontent  than  there  would  have  been 
if  the  supply  countries  had  dictated  what  the  distribution  should  be. 

But  the  deterioration  in  the  relations  between  the  Western  Powers 
and  the  Soviet  Union  began  in  political  rather  than  in  relief  and 
reconstruction  matters.  The  Soviet  Union  has  never  treated  eco- 
nomics in  abstraction  from  politics,  even  in  the  smallest  degree.  In 
personal  discussions  with  Russian  friends  in  London  I  soon  gave  up 
the  habit  of  prefixing  a  chain  of  reasoning  with  the  phrase,  "From 
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the  economic  point  of  view  ..."  Such  an  approach  is  unintelligible 
to  Russians  brought  up  in  their  present  social  order.11  But  on  the 
American  side,  also,  economic  policies  seemed  to  be  increasingly 
entangled  in  both  international  and  domestic  political  difficulties 
throughout  1946. 

The  subordination  of  economics  to  politics  in  the  foreign  policy  of 
the  Soviet  Union  had  the  incidental  effect  of  disclosing  to  those  of  us 
who  negotiated  with  the  Russians  in  London,  both  informally  and  on 
committees,  some  of  the  political  principles  which  guided  their  inter- 
national policies.12  The  differences  which  arose  with  the  representa- 
tives of  the  Soviet  Union  from  time  to  time  usually  reflected  political 
policies  determined  at  "high  levels"  in  the  Kremlin,  which  even  apart 
from  their  intrinsic  merits  and  demerits  in  principle,  were  often  too 
oversimplified  and  inflexible  to  be  adapted  to  technical  matters  but 
were  yet  adhered  to  with  a  wooden  persistence  that  ignored  difficulties 
in  application  and  in  administration. 

Very  early  we  were  impressed  in  London  with  the  clear-cut  attitude 
of  the  Soviet  representatives  in  personal  conversations,  and  less 
directly  in  committees,  on  the  question  which  countries  should  shape 
the  postwar  world.  Unmistakably,  Russian  policy  was  that  the  three 
Great  Powers  whose  forces  had  gained  the  victory  should  dominate 
the  world,  and  that  the  other  Allies  should  play  subordinate  roles. 
This  conception  fitted  the  circumstances  of  the  war  and  it  was  only 
when  the  end  of  the  war  was  in  sight  that  it  led  to  a  clash  between 
the  U.S.S.R.  and  the  Western  Powers.  But  a  second  doctrine,  which 
might  almost  be  taken  as  a  corollary  of  the  first,  was  that  after  the 
Big  Three  the  other  Allies  should  be  rated  in  importance,  and  given 
a  commensurate  voice  and  commensurate  material  aid,  according  to 
the  amount  and  effectiveness  of  their  resistance  to  the  enemy  during 

11  In  the  West  the  tendency  has  been  in  professional  economic  circles  to  go  too 
far  to  the  opposite  extreme  from  that  of  the  Russians. 

12  This  experience  extended,  for  the  writer  of  this  study,  from  June  1942  to  May 
1946  in  London,  and  to  the  spring  of  1947  at  Lake  Success.  The  press  was  not  ad- 
mitted to  the  meetings  in  London,  and  the  fanfare  that  proclaimed  and  wearisomely 
reiterated,  and  perhaps  in  itself  aggravated  subsequent  differences  among  the  war- 
time Allies,  was  avoided.  Among  the  numerous  popular  fallacies  on  international 
affairs  few  have  done  more  harm  than  the  idea  that  "secret  diplomacy"  is  the  villain 
of  the  piece.  It  may  be  agreed  that  in  most  cases  the  understandings  reached  in 
diplomatic  negotiations  should  be  made  public,  but  this  does  not  carry  with  it  the 
corollary  that  the  proceedings  which  led  to  the  understandings  should  be  held  in 
public  or  should  promptly  be  made  public. 
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the  war.  Ironical  as  it  seems  today,  the  Russians  rated  Yugoslavia 
at  the  top  of  the  secondary  Allies !  The  application  of  these  doctrines 
to  UNRRA  matters  during  the  war  has  already  been  discussed.13 

These  doctrines  were  often  combined  with  an  intense  suspicion  of 
the  United  States  and  the  United  Kingdom.  Again  and  again  the 
Russian  representatives,  either  on  their  own  initiative  or  in  support 
of  the  Yugoslavs  or,  later,  the  Poles,  accused  UNRRA,  which  on  this 
matter  they  regarded  as  an  instrument  of  the  United  States,  of  dis- 
criminating against  Yugoslavia  and  Poland  and  in  favor  of  Greece. 
Having  been  obliged  to  spend  many  weary  hours  in  committee  de- 
fending UNRRA  against  these  attacks,  I  found  something  ironical 
in  the  praise  lavished  on  UNRRA  by  the  Russian  representatives  in 
the  Assembly  at  Lake  Success  in  November  1946.  When  UNRRA 
was  dying  the  Soviet  Union  uttered  eulogies  over  it,  expressed  ap- 
proval of  the  principles  on  which  it  was  based,  and  argued  for  its 
continuance  or  for  the  creation  of  a  new  international  organization 
based  on  the  same  principles. 

But  until  the  liquidation  of  UNRRA  was  decided  on  there  was  little 
or  no  change  in  the  attitude  of  the  Soviet  Union  toward  UNRRA. 
Russian  suspicions  and  Russian  accusations  that  the  United  States 
and  Britain  used  UNRRA  for  their  own  purposes  began  in  the  war 
years.  The  postwar  period,  if  it  brought  any  change,  brought  a  change 
in  degree  corresponding  only  to  the  changed  circumstances  of  Europe. 
UNRRA  greatly  increased  the  extent  of  its  operations  after  the  war, 
and  there  was  more  scope  for  superficial  charges  of  discrimination  in 
the  distribution  of  aid  among  the  liberated  countries.  There  was  a 
period  when  port  facilities  were  so  inadequate  in  Yugoslavia  that 
more  goods  were  delivered  to  Greece  than  to  Yugoslavia.  Each  month 
my  Russian  colleague  on  the  committee  in  London  sat  up  late  at  night 
when  the  monthly  figures  of  operations  were  given  to  members  of  the 
committee  and,  poring  over  the  statistics  laboriously,  made  out  a 
case  for  alleged  discrimination  against  Yugoslavia,  Poland,  and 
sometimes  Czechoslovakia.  He  knew  little  of  the  intricacies  of  pro- 
curement, transport,  and  loading  and  unloading  facilities,  and  I  be- 
lieve was  sincere  in  his  charges,  which  a  superficial  interpretation  of 
the  statistics  might  at  times  appear  to  support.  When  he  followed  up 
with  resolutions  criticizing  the  Director  General  of  UNRRA  for 

13  See  pp.  160-61. 
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alleged  discrimination,  sharp  controversies  broke  out  in  the  committee 
and  it  was  sometimes  difficult  to  defeat  the  resolutions.  Explanation 
of  the  figures  required  much  detailed  information  from  competent 
operating  officials  in  the  countries  to  which  the  supplies  were  being 
delivered.  The  representatives  of  the  continental  European  Allies  were 
reluctant  to  take  vigorous  initiative  in  opposing  the  Soviet  Union, 
and  it  was  generally  necessary  for  my  British  colleague  and  for  me  to 
organize  the  defeat  of  the  resolutions  of  censure,  which  to  the  Rus- 
sians and  Yugoslavs  was  additional  evidence  of  the  undue  influence 
of  the  United  States  and  Britain  on  UNRRA  policy!  But  none  of 
these  controversies  was  new  in  principle  after  the  war. 

On  some  of  the  broader  political  issues  I  believe  that  a  similar  con- 
clusion can  be  reached :  the  effect  of  changes  in  external  circumstances 
on  an  existing  policy  has  been  mistakenly  interpreted  as  a  change  in 
policy.  As  we  have  seen,  the  Russians  wished  to  carry  over  the  policy 
of  world  control  by  the  Big  Three  from  the  time  of  war  to  the  time 
of  peace  and  it  was  impossible  for  the  United  States  and  the  United 
Kingdom  either  to  accept  such  a  role  for  themselves  or  to  permit  the 
Soviet  Union  to  assume  it.  It  was  not  the  policy  of  the  Soviet  Union 
but  that  of  the  Western  Allies  which  changed  when  peace  came. 

But  the  attitude  of  the  U.S.  administration  on  relief  matters 
changed  appreciably  during  1946  as  a  by-product  of  changes  in  the 
political  outlook.  Mr.  Byrnes  had  taken  office  as  Secretary  of  State 
with  high — and  naive — hopes  of  settling  outstanding  differences 
with  the  Soviet  Union  by  bargaining  and  give  and  take  after  the 
manner  of  senators  in  the  United  States  Congress.  The  Potsdam  Con- 
ference— his  first  as  Secretary  of  State — was  not  a  success,  but  it 
might  be  said  that  there  he  initiated  little  of  the  play  himself  and  that 
President  Truman  and  Edwin  Pauley  had  more  influence  behind  the 
scenes.  Later,  however,  he  had  wide  scope  and  quickly  ran  into  diffi- 
culties. Although  he  tenaciously  pursued  his  way  in  London,  at  Mos- 
cow, at  New  York,  and  at  Paris,  he  revised  his  earlier  ideas  of  nego- 
tiating with  the  Russians;  the  attitude  of  East  and  West  to  one 
another  hardened  and  Washington  became  less  willing  to  associate 
itself  with  enterprises  that  might  benefit  the  Soviet  Union  and  the 
Eastern  and  Central  European  countries  which  were  to  an  increasing 
extent  becoming  her  satellites — though  the  process  was  as  yet  far 
from  completion. 
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The  consequence  was  that,  in  the  course  of  1946,  the  American 
policy  toward  international  relief  was  reversed :  the  principle  of  inter- 
national organization  of  relief  on  the  basis,  of  equality  was  abandoned 
after  a  creditable  history,  and  a  haphazard  unilateral  plan  was  substi- 
tuted which  was  not  only  slow  in  coming  into  operation  but  also  in 
the  end  was  marred  by  political  discrimination.  Since  the  discussion 
of  this  subject  was  subsequently  switched  from  UNRRA  to  the 
United  Nations,  and  relief  and  reconstruction  became  increasingly 
merged  in  discussions,  it  will  be  convenient  to  carry  over  the  details 
of  subsequent  developments  into  the  next  chapter. 

In  the  heat  of  political  controversy  it  has  been  argued  that  the  West 
should  not  have  aided  Eastern  European  countries  at  all,  whether 
through  UNRRA  or  by  other  means.  So  easy  is  it  to  slip  into  the 
attitudes  and  morals  of  those  against  whom  it  is  believed  that  a 
righteous  "cold  war"  is  being  waged.  I  hold  on  the  contrary  that  the 
American,  British,  and  Canadian  peoples  and  others  who  contributed 
to  UNRRA  have  reason  to  be  proud  of  rescuing  Eastern  Europe  from 
starvation  and  extreme  want  after  the  war.  It  would  be  a  miserably 
defeatist  as  well  as  a  shockingly  inhuman  attitude  to  contend  that 
starvation  and  emaciation  should  have  been  allowed  to  take  their 
course  for  fear  that  Eastern  Europe  might  be  ranged  against  the 
Western  World  in  a  hypothetical  future  war.  The  Western  World 
would  not  be  worth  preserving  if  its  preservation  depended  upon  the 
denial  of  the  moral  values  on  which  the  achievements  of  its  civiliza- 
tion have  been  based. 
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The  Gathering  Crisis 
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he  gaps  in  the  economic  planning  which  remained 
at  the  end  of  the  war  were  not  filled  quickly :  it  was 
only  under  the  threat  of  crisis  that  any  of  them  was  filled.  But  the 
crisis  came  earlier  in  some  fields  than  others.  By  the  end  of  1945  a 
hastily  improvised  but  temporarily  effective  means  of  closing  the 
gap  in  the  British  balance  of  payments  had  been  accepted  as  the 
alternative  to  an  immediate  crisis.  For  the  moment  it  closed  one  of 
the  chief  gaps  left  by  wartime  planning  for  the  postwar  period.  Un- 
fortunately, it  treated  the  British  balance-of-payments  difficulties  as 
an  isolated  problem  it  itself.  Adequate  studies  were  not  made,  and 
effective  measures  were  not  devised,  to  deal  with  the  relations  between 
Britain's  difficulties  and  those  of  other  European,  of  Far  Eastern, 
and  of  Latin  American  countries.  Any  attempt  to  do  this,  however, 
would  have  exposed  to  view  the  second  great  gap  in  postwar  planning, 
resulting  from  the  lack  of  provision  for  financing  and  organizing  on 
an  international  basis  the  reconstruction  of  the  areas  occupied  during 
the  war.  And  that  might  have  meant  additional  appropriations  to  be 
sought  from  Congress,  which  seemed  for  a  time  to  be  swinging 
further  to  the  right  in  a  manner  ominously  suggestive  of  the  years 
following  the  First  World  War.  In  addition,  there  is  little  evidence 
that  government  circles  yet  understood  clearly  the  extent  and  signifi- 
cance of  the  gaps  in  postwar  planning.  Wishful  thinking  combined 
with  inadequate  knowledge  to  postpone  action  until  a  sharper  emer- 
gency arose. 

No  sooner  had  the  gap  in  Britain's  balance  of  payments  been 
flimsily  closed  when  another  large  gap  was  opened  by  the  decision 
to  undo  the  wartime  planning  on  relief  and  abandon  all  concerted 
international  organization  to  deal  with  relief.  The  new  gap  would 
affect  not  only  Eastern  Europe  but  also  Austria,  Italy,  and  Greece — 
all  of  them  areas  of  great  concern  to  the  West  and,  if  anything, 
even  less  ready  than  the  countries  of  Eastern  Europe  to  stand  by 
themselves. 
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But  the  opening  of  the  new  gap,  and  the  flimsy  nature  of  the  cover- 
ing which  had  been  cast  over  the  old  one,  were  not  revealed  at  once. 
The  crises  which  were  bound  to  follow  because  of  the  inadequacy 
of  the  loan  to  Britain,  the  premature  end  of  UNRRA,  and  the  failure 
to  provide  for  Western  European  reconstruction,  were  postponed 
in  1946.  Stocks  of  raw  materials  could  still  be  drawn  on  by  Britain 
with  the  aid  of  the  loan,  by  Western  Europe  with  the  aid  of  its 
foreign  assets  which  had  been  '  'blocked"  during  the  war,  and  by 
Latin  America  with  the  aid  of  dollar  credits  accumulated  in  war- 
time. 

But  if  the  crises  were  postponed  there  were  visible  signs  to  the 
discerning  onlooker  that  they  were  impending,  and  the  present  chap- 
ter, which  is  concerned  particularly  with  the  effects  of  the  gap  in 
planning  for  reconstruction,  will  take  up  the  question  why  so  much 
time  was  lost  and  so  little  was  done  throughout  1946  to  prepare  for 
the  gathering  economic  storms. 

Before  the  war  ended,  substantial  assistance  had  been  given  to 
liberated  countries  on  the  European  continent.  The  American,  Ca- 
nadian, and  British  military  authorities  had  provided  relief  goods 
during  the  military  period  to  the  countries  which  they  had  liberated 
in  Western  and  Southern  Europe.  The  total  value  is  said  to  have 
amounted  to  $1,500  million.1  When  the  war  closed,  surplus  property 
sales  were  an  additional  source  of  help. 

At  the  close  of  the  war  the  masses  of  people  in  the  European 
liberated  areas  as  well  as  in  the  United  Kingdom  hoped  for  a  rapid 
restoration  of  the  economic  as  well  as  the  political  ways  of  peace. 
They  were  ready  and  anxious  to  play  their  part  in  rebuilding  the 
structure  which  had  been  destroyed  by  German  and  Italian  ag- 
gression, though  most  of  them  did  not  wish  the  new  structure  to  be 
identical  with  the  old.  For  some  time  great  progress  was  made. 
Except  in  Germany,  iron  and  steel  production  showed  a  large  rise, 
and  chemical  and  engineering  production  showed  a  rise  still  larger. 
Textiles  were  slower  to  rise  but  were  substantially  higher  at  the  end 
of  the  year.  Harvests  in  1946  for  most  European  liberated  countries 
were  considerably  larger  than  those  in  1945.  Inland  water  transport 
failed  to  recover  rapidly,  but  the  railways  filled  the  gap  by  carrying 
more  freight  with  less  equipment  than  before  the  war. 

1  Report  of  Committee  of  European  Economic  Cooperation,  n,  11. 
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In  Great  Britain  the  advances  were  even  more  striking  than  those 
on  the  European  continent,  except  in  coal  and  textile  production. 
Britain  had  a  more  difficult  task  than  the  European  countries  in 
some  respects,  for  it  was  vital  to  her  not  only  to  turn  back  productive 
factors  from  war  to  peace  production  but  also  to  divert  a  larger 
quantity  of  productive  factors  than  before  the  war  into  production 
for  export. 

These  advances  were  clear  evidence  of  the  vigor  of  the  British 
and  the  continental  European  peoples,  but  great  difficulties  remained. 
The  increase  in  production  was  uneven — it  would  have  been  sur- 
prising if  it  had  not  been  so.  Unfortunately,  the  commodities  which 
had  been  set  back  most  were  among  the  most  important,  and  on  their 
recovery  depended  the  continued  recovery  in  the  production  of  other 
commodities  and  services.  Food  and  fuel  production  had  been  seri- 
ously affected  by  the  war,  and  it  was  not  possible  to  increase  agri- 
cultural production  with  the  same  regularity  and  assurance  as  manu- 
facturing production.  Restoration  of  livestock  herds,  at  least  of  cattle 
and  sheep,  is  a  slow  process,  and  becomes  still  slower  when  cereal 
production  has  been  reduced  and  when  in  consequence  the  area  for- 
merly used  for  animal  feeding  stuffs  must  be  turned  to  the  produc- 
tion of  crops  for  direct  human  consumption.  But  crop  production 
had  also  fallen  sharply,  perhaps  by  one  third,  and  the  improvement 
was  only  moderate  in  1946.  Some  of  the  factors  used  to  produce 
crops  had  been  destroyed,  others  damaged,  others  displaced,  and 
others  were  obtainable  from  overseas.  These  losses  could  not  be  made 
good  as  rapidly  as  the  losses  in  some  manufacturing  industries  had 
been  made  good  by  the  end  of  1946.  The  decline  in  fuel  production 
was  mainly  a  question  of  equipment  and  labor :  in  the  coal  mining 
industry  perhaps  the  restoration  of  the  labor  supply  was  the  most 
important  need  of  all.2  But  coal  production  involves  more  strenuous 
physical  labor  than  many  types  of  manufacturing  production  require, 
and  it  was  held  back  by  the  low  food  rations  in  1946. 

Therefore,  notwithstanding  the  strenuous  labors  of  the  British 
and  continental  European  peoples  in  1945  and  1946,  much  outside 
help  was  needed  to  prevent  economic  collapse  and  widespread  human 
suffering.  Large  imports  of  food  and  coal  from  outside  Europe  were 
needed  in  some  areas  for  the  first  time  in  history.  But  the  exporting 

2  Europe  depends  to  a  much  greater  extent  than  North  America  on  coal  as  a 
source  of  industrial  and  household  fuel. 
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industries  were  not  yet  restored  to  the  point  where  they  could  ear 
enough  to  offset  the  cost  of  the  imports.  In  turning  from  produc 
tion  data  to  financial  data  the  situation  and  prospects  of  Europe  i 
1946  appeared  less  favorable.  To  close  the  great  gap  between  in 
ports  and  exports,  loans  were  needed  in  addition  to  UNRRA  aic 
But  loans  and  UNRRA  aid  together  were  insufficient,  and  assel 
abroad  had  to  be  liquidated  on  a  large  scale.  Over  the  whole  yea 
nearly  equal  amounts  came  from  loans  and  from  UNRRA  aid,  whi! 
assets  abroad  were  liquidated  to  the  value  of  about  one-fifth  of  tli 
total  amount  supplied  in  loans  and  UNRRA  aid.  The  United  Kin^ 
dom  received  a  part  of  the  U.S.  loan  and  Canadian  financial  aic 
but  in  turn  gave  out  aid  to  UNRRA  countries  and  to  the  most  ir 
dustrialized  and  therefore  the  worst  hit  zone  of  Germany.  The  Wes 
ern  European  countries  raised  loans  and  reduced  their  gold  an 
dollar  holdings,  which,  unlike  Britain's,  had  not  been  liquidated  i 
the  war.  Eastern  and  Southern  and  part  of  Central  Europe  receive 
UNRRA  aid. 

Throughout  1946  there  was  no  prospect  that  any  of  the  countric 
could  be  rendered  independent  of  aid  from  outside  Europe  for  son 
time  to  come.  Food  and  raw  materials  from  overseas  would  be  indii 
pensable  to  subsistence  and  to  recovery  of  export  as  well  as  domest 
industries.3  But  Europe's  ability  to  import  from  overseas  markei 
had  greatly  declined  and  there  was  no  chance  of  its  rapid  restore 
tion.  A  large  income  from  investments  was  lost  forever;  greatly  r< 
duced  earnings  from  rendering  international  services  would  tal 
time  to  restore,  and  great  expansion  of  export  markets  after  si 
years  of  interruption  would  be  difficult  even  when  production  Wc 
restored. 

In  these  circumstances  it  seems  surprising  that  throughout  1946 
was  assumed  in  Washington,  first,  that  the  need  for  additional  reli< 
had  passed  except  for  small  amounts  that  could  be  given  unilateral! 
to  Greece,  Italy,  and  Austria,  and,  second,  that  no  new  measure 
were  needed  to  deal  with  reconstruction  except  an  extension  of  tr 
lending  authority  of  the  Export-Import  Bank  by  $1,250  millioi 
In  1946  the  State  Department  gave  more  attention  and  assigne 
more  members  of  its  staff  to  the  work  on  the  international  trac 
charter  and  tariff  reduction  than  to  the  work  on  relief  and  reconstru< 

3  This  was  clear  even  without  knowledge  of  the  poor  harvests  to  come  in  1947. 
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tion,  although  much  of  the  trade  charter  was  applicable  only  to  a 
1  'normal"  peacetime  world  in  which  currencies  were  freely  convertible 
and  a  firmly  balanced  network  of  multilateral  trade  had  been  estab- 
lished. 

However,  an  attempt  was  made  in  another  quarter  in  1946  to  draw 
attention  in  detail  to  the  economic  difficulties  of  Europe  and  to  the 
nature  of  reconstruction  needs. 

Within  the  large  and  complicated  structure  of  councils,  commis- 
sions, sub-commissions,  and  committees  which  was  being  erected  in 
1946  in  the  newly  formed  organization  of  the  United  Nations,  a 
"Temporary  Sub-Commission  on  Economic  Reconstruction  of  Dev- 
astated Areas"  was  set  up  in  June  by  the  Economic  and  Social  Coun- 
cil. Ambassador  Winant,  after  he  had  arrived  in  New  York,  ex- 
pressed to  some  of  us  his  concern  that  so  large  a  part  of  the  economic 
and  social  work  of  the  U.N.  was  being  directed  to  setting  up  ma- 
chinery and  so  small  a  part  to  grappling  directly  with  the  urgent 
economic  questions  of  the  day — in  particular  the  reconstruction  of 
Europe.  By  temperament  and  on  principle  he  disliked  international 
gatherings  which  became  for  much  of  the  time  mere  debating  so- 
cieties. Hence,  he  strongly  supported  the  idea  that  a  small  body  should 
investigate  directly  the  reconstruction  needs  of  Europe,  and  hoped 
that  concrete  recommendations  would  come  from  the  sub-commit- 
tee. Unfortunately,  political  demands  raised  the  membership  to  twenty 
countries,  with  seven  observers  from  other  international  bodies.  Its 
terms  of  reference  are  of  interest  because  of  their  recognition  of  the 
importance  of  reconstruction  problems.  The  sub-committee  was  to 
define  the  "nature  and  scope,"  of  these  problems,  to  estimate  the 
progress  that  had  been  made,  and  to  advise  on  the  "measures  of  in- 
ternational cooperation"  that  might  accelerate  it.  Its  operations  lasted 
about  six  weeks.  The  meetings  were  held  in  London,  and  working 
parties  made  flying  visits  to  the  European  Allied  capitals. 

Here  was  a  great  opportunity  to  call  to  the  attention  of  the  world 
the  gravity  and  magnitude  of  the  task  of  reconstruction  that  still 
remained  a  year  after  Germany  had  surrendered. 

Unfortunately,  the  results  of  the  investigation  made  little  impres- 
sion. The  report  itself  had  to  be  compiled  in  haste,  and  the  text  had 
to  be  agreed  on  by  representatives  who  held  divergent  views  on  many 
issues.  The  secretariat  of  the  United  Nations  was  still  in  the  process 
of  formation  and  had  not  had  time  to  accumulate  data  and  source 
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materials  on  contemporary  conditions.  A  few  members  of  the  com 
mittee,  notably  the  U.S.  representative,  Dr.  Isador  Lubin,  playe( 
an  active  and  constructive  part  in  the  preparation  of  the  report.  Bu 
for  the  assistance  of  the  secretariats  of  the  Economic  Committee  fo 
Europe,  the  European  Inland  Transport  Organization,  and  the  Euro 
pean  Coal  Organization,  the  committee  would  have  found  grea 
difficulty  in  preparing  any  report  in  such  a  short  time. 

But  not  all  the  difficulties  arose  from  within  the  committee  an< 
its  secretariat.  Whatever  its  shortcomings,  the  report  did  provid 
enough  data  to  show  that  all  was  not  going  well  with  recovery  an< 
that  additional  aid  would  be  needed.  But  the  committee  member 
were  representatives  of  governments  and  were  obliged  to  act  oi 
instructions.  The  United  States  representative  seems  to  have  clearl 
perceived  the  need  of  more  comprehensive  aid  from  outside.  Europe 
and  to  have  strained  the  interpretation  of  his  instructions  as  far  a 
he  could.  But  throughout  1946  Washington  was  not  in  a  mood  t 
encourage  any  initiative  among  its  representatives  on  measures  t 
aid  Europe.  The  fear  of  Congress  was  very  great,  and  there  was  n 
chance  that  any  measure  that  would  make  it  necessary  to  seek  addi 
tional  funds  from  Congress  would  be  approved  in  the  State  Deparl 
ment.  Consequently,  the  report  of  the  sub-commission  was  not  fo] 
lowed  up. 

When  the  United  Nations  Assembly  opened  in  October  there  wa 
widespread  concern  among  the  delegations  regarding  the  economi 
state  of  Europe  generally  and  the  probable  effects  of  the  comin 
liquidation  of  UNRRA  in  particular.  Broad  discussions  of  these  sut 
jects  took  place  in  the  Economic  Committee  of  the  Assembly.  Fror 
these  discussions,  which  were  at  times  acrimonious,  a  central  ques 
tion  soon  emerged :  if  UNRRA  was  to  be  liquidated  when  it  wa 
acknowledged  that  recovery  in  Europe  was  not  complete,  what  forr 
of  international  organization,  if  any,  should  be  set  up  to  complete  th 
work? 

The  answers  to  these  questions  revealed  a  fundamental  differenc 
of  view  between  the  United  States  and  most  of  the  European  cour 
tries.  But  it  was  not  a  difference  that  could  be  shown  in  voting 
for  the  representatives  of  all  the  countries  realized  that,  since  tb 
greater  part  of  the  resources  available  in  the  world  for  relief  an 
reconstruction  lay  in  the  United  States,  it  was  of  little  use  for  tb 
rest  of  the  world  to  attempt  to  set  up  an  international  body  to  assi< 
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the  countries  in  difficulties  unless  the  United  States  was  prepared 
to  take  part  in  it.  The  fortunes  of  war  and  the  distribution  of  capital 
and  natural  resources  had  placed  the  United  States  in  the  position 
of  an  arbiter  over  proposals  for  economic  assistance  to  any  part  of 
the  world.  The  U.S.  delegation  was  indeed  placed  in  an  uncomfortable 
position.  No  one  could  move  among  the  delegates  of  the  other  coun- 
tries without  sensing  an  air  of  regret  and,  among  some,  of  disap- 
proval, at  the  attitude  of  the  United  States.  It  was  easy,  of  course, 
for  highly  nationalistic  Americans  to  brush  this  aside  as  a  manifesta- 
tion of  a  growing  tendency  to  expect  Uncle  Sam  to  carry  the  rest  of 
the  world  on  his  shoulders.  But  the  members  of  the  U.S.  delegation 
took  more  statesmanlike  attitudes  than  that,  and  there  was  much 
uneasiness  among  them  over  the  position  which  instructions  from 
Washington  obliged  them  to  take.  As  far  as  economic  matters  were 
concerned  it  would  have  been  better  that  the  meeting  of  the  U.N. 
Assembly  in  the  autumn  of  1946  had  never  been  held. 

The  official  position  of  the  United  States  at  this  time  was  that, 
"The  task  of  UNRRA  is  now  being  brought  to  a  successful  con- 
clusion. The  job  of  preventing  chaos  and  starvation  in  the  immediate 
postwar  period  and  of  starting  the  liberated  countries  on  the  road 
to  recovery  has  been  well  done.  .  .  .  Starvation  has  been  averted  in 
these  countries.  Great  progress  has  been  made  on  the  road  to  re- 
covery. .  .  .  Long  strides  have  been  made  towards  the  resumption  of 
normal  industrial  and  agricultural  life.  The  end  of  the  UNRRA 
program  will  find  the  UNRRA  receiving  countries  with  agricultural 
production  within  sight  of  prewar  levels,  with  industrial  recovery 
well  under  way  and  with  the  prospect  of  substantially  increased  ex- 
ports during  the  coming  year."  Admitting  that  "certain  countries 
will  still  need  further  help"  the  statement  went  on  to  claim  that, 
"The  countries  so  situated,  according  to  our  studies,  will  be  few  in 
number  and  in  comparison  with  the  resources  required  by  UNRRA 
the  amount  of  assistance  involved  will  be  relatively  small."4 

But  in  order  to  justify  its  proposed  scheme  for  dealing  with  the 
necessary  residual  aid  on  a  unilateral  basis  rather  than  through  a 
new  international  organization,  the  statement,  which  had  just  claimed 
that  agricultural  production  was  "within  sight  of  prewar  levels," 
suddenly  changed  its  tune.  "Time  is  of  the  essence  in  this  matter. 

4  U.S.  Delegation  to  the  U.N.,  Press  Release  No.  78,  November  14,  1946. 
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You  can't  postpone  hunger,  as  Mayor  LaGuardia  has  said.  By  the 
end  of  February  the  UNRRA  pipelines  will  be  running  dry.  The 
critical  period  will  be  in  the  late  winter  and,  early  spring  ...  we  must 
move  and  move  quickly.  The  crisis  will  be  over  by  summer.  You 
don't  need  a  new  international  organization  to  do  this  short-term 
job."5  Finally  the  claim  was  made  that,  "We  are  guided  in  our  ap- 
proach to  this  matter  by  the  same  principles  we  followed  when  we 
helped  to  create  UNRRA."6 

This  was  an  ingenuous  statement  aimed  at  making  the  best  of  a 
difficult  case.  But  the  historian  or  the  political  theorist  of  a  future 
age  would  be  misled  if  he  took  it  at  its  face  value.  It  would  be  more 
accurate  merely  to  point  out  that  Congress  had  turned  against  the 
idea  of  an  international  organization  to  handle  relief,  that  the  ad- 
ministration was  afraid  to  approach  Congress  for  further  funds  for 
UNRRA  or  for  any  new  international  body,  and  finally  that,  ab- 
sorbed with  other  interests,  Mr.  Byrnes  had  done  little  or  nothing 
to  examine  comprehensively  the  actual  economic  prospects  of  Europe 
in  1947,  not  to  speak  of  any  longer  period.  The  Assembly  set  up 
a  "Special  Technical  Committee  on  Relief  Needs  after  Termination 
of  UNRRA."  A  competent  U.S.  representative  sat  on  this  committee 
which  made  its  report  in  January  1947.  Its  findings  were  that,  after 
UNRRA  ended,  further  financial  assistance  would  be  needed  by 
Austria,  Greece,  Hungary,  Italy,  Poland,  and  Yugoslavia.  The  U.S. 
representative  made  a  reservation  respecting  Yugoslav  needs  on  the 
ground  that  later  information  showed  that  the  potato  crop  was  higher 
than  the  committee  had  estimated  it  to  be.  But  the  figures  for  Poland 
were  not  challenged  and  appeared  as  the  second  largest  estimate  of 
needs  in  the  list. 

In  the  first  half  of  1947  residual  UNRRA  supplies  kept  the 
UNRRA  countries  going.  The  U.S.  administration  approached  Con- 
gress for  $350  million  to  use  for  residual  aid,  but  more  than  six 
months  went  by  before  the  authorization  was  granted.  The  ad- 
vantages of  unilateral  action  in  saving  time  were  not  clearly  demon- 
strated. It  was  fortunate  that  residual  UNRRA  supplies  lasted  as 
long  as  they  did. 

The  history  of  residual  aid  from  the  United  States  shows  how 
completely — for  a  time — United  States  policy  toward  international 
relief  had  been  reversed  by  postwar  political  pressures  in  Wash- 

5  ibid .  6  ibid. 
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ington.  Yugoslavia  and  Poland,  although  their  needs  had  been  cer- 
tified by  the  U.N.  committee,  were  refused  aid.  The  rejection  of  aid 
to  Yugoslavia  may  have  been  justified  by  food  conditions  in  Yugo- 
slavia, but  it  is  difficult  to  acquit  Washington  of  political  motives  in 
refusing  aid  to  Poland.  I  was  in  the  committee  room  during  the  dis- 
cussions of  the  special  committee  at  Lake  Success  and  concluded 
that  the  Polish  representative,  with  whose  work  I  had  already  been 
acquainted  in  London,  was  more  qualified  in  agricultural  matters 
than  any  other  representative  on  the  committee  and  was  honest  in 
dealing  with  the  estimates.  However,  Washington  sent  three  Ameri- 
can investigators  to  Poland  who,  after  a  brief  visit,  came  back  with 
the  convenient  conclusion  that  Poland  needed  no  aid.  Our  experience 
in  London  during  the  war  had  taught  us  that  rapid  visits  to  a  coun- 
try, bringing  "eye  witness"  testimony,  were  less  reliable  than  ap- 
praisal of  data  by  experts  experienced  in  food  and  agriculture,  even 
when  the  experts  made  the  estimates  outside  the  country.  When  the 
exceptionally  critical  eye  cast  upon  Polish  requirements  is  compared 
with  the  zeal  shown  in  meeting  Italian  needs,  though  Poland  had 
been  an  Ally  and  Italy  for  the  greater  part  of  the  war  an  enemy, 
it  would  be  difficult  to  deny  that  the  growing  but  at  that  time  far 
from  complete  domination  of  Poland  by  the  Soviet  Union  played 
an  important  role  in  the  one  case  and  the  strength  of  the  vote  of 
Italian  origin  in  the  United  States  in  the  other. 

The  special  pleading  that  ran  through  the  official  explanation  of 
the  United  States  position  at  the  meeting  of  the  Assembly  was 
carried  over  into  a  discussion  of  the  International  Monetary  Fund 
and  the  International  Bank.  From  these  organizations,  it  was  said 
".  .  .  there  will  be  available  some  fifteen  billion  dollars  for  assisting 
countries  in  acquiring  the  foreign  exchange  necessary  for  the  recon- 
struction and  development  of  their  economic  life  and  for  the  stabiliza- 
tion of  their  currencies."7  This  statement  sounds  impressive :  much 
reconstruction  could  be  done  with  $15,000  million!  But  how  much 
of  this  sum  could  be  used  for  reconstructing  Europe  and  in  what 
time  ?  The  total  assets  of  the  Fund  and  the  value  of  shares  subscribed 
to  the  Bank  have  been  each  in  the  neighborhood  of  $8,000  million 
in  the  later  1940's.  The  total  sales  of  currencies  by  the  Fund 
amounted  to  $461  million  at  the  end  of  1947,  and  $700  million  at  the 
end  of   1948.   The  loan  disbursements  of  the   International   Bank 

7  ibid. 
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amounted  to  $300  million  in  1947  and  to  $500  million  at  the  end  0 
1948.  It  would  be  misleading  to  regard  even  these  sums  as  freel 
available  to  meet  any  kind  of  relief  or  reconstruction  need  in  the  re 
ceiving  countries.  Advances  by  the  Fund  and  by  the  Bank  are  de 
signed  to  meet  specific  purposes  falling  within  the  scope  of  thei 
charters.  The  Fund  is  to  assist  countries  which  need  only  temporar 
help  to  restore  their  balances  of  payments,  and  which  are  likely  t 
be  able  to  repay  the  advances  in  a  reasonably  short  period.  Thuj 
for  example,  Britain  was  forced  to  take  drastic  restrictive  measure 
in  1 93 1,  not  because  its  external  assets  were  less  than  its  liabilitie 
but  because  they  were  out  on  longer  term  and  could  not  be  recalle 
in  time  to  meet  a  sudden  demand  for  repayment  of  short-term  liabil 
ties.  The  Fund  is  admirably  designed  to  meet  such  contingencies  in  tin 
future :  in  such  cases  it  could  make  advances  in  full  confidence  c 
repayment.  But  the  European  countries  in  1946  were  in  no  sue 
position  as  Britain  had  been  in  1931 :  they  needed  advances  on 
scale  and  for  purposes  which  made  early  repayment  impossible.  B 
no  stretching  of  its  terms  of  reference  could  the  Fund  be  made  t 
serve  an  important  part  of  their  needs.  It  was  and  still  is  an  01 
ganization  intended  to  operate  in  a  world  which  has  passed  throug 
the  rapids  of  postwar  reconstruction  into  the  smoother  waters  ( 
"normal"  peacetime  economic  conditions.  The  Articles  of  Agrei 
ment  of  the  Fund  state  that,  "The  Fund  is  not  intended  to  provic 
facilities  for  relief  or  reconstruction  or  to  deal  with  internation; 
indebtedness  arising  out  of  the  war."8 

Nor  was  the  International  Bank  in  a  position  to  play  a  leadin 
role  in  postwar  reconstruction.  A  substantial  part  of  its  funds  wei 
to  be  used  for  "development"  projects.  It  was  required,  in  making 
loan,  to  pay  "due  regard  to  the  prospects  that  the  borrower  .  .  .  w: 
be  in  a  position  to  meet  its  obligations  under  the  loan"  and  to  "a 
prudently  both  in  the  interests  of  the  particular  members  in  who; 
territories  the  project  is  located  and  of  the  members  as  a  whole.1 
As  we  can  see  from  the  subsequent  operations  of  the  Europes 
Recovery  Program,  the  Bank,  even  if  its  funds  had  been  large  enough 
would  not  have  been  acting  "prudently"  in  advancing  loans  to  cov< 
the  immediate  urgent  needs  of  the  European  countries. 

The  truth  is  that,  of  all  the  earlier  proposals  with  respect  to  an  u 
ternational  monetary  organization,  only  the  original  Keynes  Pk 

8  Article  XIV.  Section  1.  9  Article  III,  Section  4  (5). 
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and  White  Plan  were  conceived  on  a  scale  at  all  adequate  to  deal 
with  any  significant  part  of  postwar  emergency  needs  for  relief  and 
reconstruction.  But  the  Keynes  Plan  and  the  earlier  drafts  of  the 
White  Plan  were  subsequently  whittled  down  to  a  point  where  it  was 
believed  that  they  would  be  acceptable  to  the  U.S.  Congress.  Both 
in  the  size  of  the  resources  and  in  the  conditions  of  their  use  the 
final  plan  was  far  removed  from  the  earlier  proposals,  and  the  Fund 
and  the  Bank,  instead  of  being  a  present  help  in  time  of  postwar 
trouble,  played,  the  first  a  negligible  and  the  second  a  minor  role  in 
the  salvaging  of  economic  civilization. 

Since  the  economic  difficulties  of  the  European  continent  were 
not  confined  to  UNRRA  countries,  a  new  approach  would  have  been 
needed  even  if  UNRRA  had  continued.  The  difficulties  of  Western 
Europe  were  rapidly  increasing  in  the  later  part  of  1946  and  in  early 
1947.  The  initial  spurt  in  manufacturing  production,  which  drew 
on  stocks  of  raw  materials  faster  than  they  were  replaced,  was  rapidly 
slowing  down.  Considerable  financial  assistance  had  been  received  in 
loans  and  in  credits  on  surplus  property  and  Lend-Lease  "pipeline" 
supplies.  But  exports  recovered  slowly.  Between  the  middle  of  1946 
and  the  middle  of  1947  French  exports  amounted  in  value  to  about 
two-fifths  of  her  imports,  Belgian  a  little  less  than  a  half,  Norwegian 
between  one-third  and  one-half,  Netherlands  about  two-fifths.  Only 
the  United  Kingdom  had  come  close  to  a  balance,  with  exports 
roughly  four-fifths  of  imports.  These  large  deficits  forced  a  great 
liquidation  of  external  assets,  for  credits  and  export  receipts  together 
were  far  below  what  was  needed  to  finance  imports.  France's  losses 
were  particularly  heavy:  in  1946  her  gold  reserves  dropped  by  $688 
million  and  her  funds  in  United  States  banks  by  $223  million — 43 
per  cent  of  her  external  resources.  Nor  was  she  in  measurable  dis- 
stance  of  equilibrium  at  the  end  of  the  year:  her  losses  continued 
in  1947.  Belgium  and  the  Netherlands,  whose  gold  reserves  re- 
mained fairly  steady  in  1946,  began  to  lose  gold  heavily  in  1947. 
All  these  countries  also  continued  to  lose  deposits  in  United  States 
banks  and  short  term  U.S.  Government  securities. 

These  difficulties  would  have  been  great  enough  if  import  prices 
had  remained  stable :  they  were  aggravated  by  the  premature  aban- 
donment of  controls  in  the  United  States,  from  which,  because  of 
the  world  scarcity,  a  large  proportion  of  European  imports  had  to  be 
drawn.  The  initial  mistakes  had  been  made  by  President  Truman 
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in  the  excitement  of  VJ-Day,  but  subsequently  Congress  went  much 
further  and,  with  a  reckless  disregard  of  consequences,  overruled 
the  administration  and  cut  away  all  restraints  on  price  rises  in  the 
necessities  of  life.  The  rise  of  food  prices,  in  particular,  which  could 
have  been  prevented,  not  only  injured  people  of  low  incomes  at  home 
but  was  a  serious  blow  to  former  Allies  who,  owing  to  the  effect 
of  the  war  on  European  agriculture  and  later  to  the  disastrous 
drought  and  frost  in  the  agricultural  year  1946- 1947,  were  forced  to 
buy  grain  from  the  United  States  at  any  cost.  The  doctrine  of  eco- 
nomic laissez-faire,  preached  by  Senator  Taft  and  his  colleagues  with 
a  spurious  logic  and  a  narrowness  that  was  impervious  to  reasoning, 
was  costly  to  European  as  well  as  to  American  workers. 

The  mounting  economic  difficulties  in  1947  were  not  confined  to 
Europe.  The  financial  positions  of  many  Latin  American  countries, 
some  of  which  ended  the  war  as  creditors  of  the  United  States, 
rapidly  deteriorated.  The  prices  of  the  exports  of  Latin  American 
countries  had  increased  more  than  the  prices  of  their  imports,  giving 
them  a  great  advantage  in  the  early  postwar  years  over  countries 
whose  exports,  like  those  of  the  United  Kingdom,  were  mainly  of 
manufactured  goods.  But  this  advantage  was  largely  thrown  away. 

"While  the  increase  in  the  value  of  exports  slightly  exceeded  the 
increase  in  the  value  of  imports  between  1945  and  1946,  in  1947 
the  expansion  of  imports  far  exceeded  that  of  exports  ...  14  of  the 
20  Latin  American  republics  experienced  new  or  greater  trade  defi- 
cits, or  smaller  surpluses,  in  the  two  years  1946-47  as  compared 
with  the  war  years  1944-4 5. "10 

In  1946  the  Latin  American  countries  as  a  whole  balanced  their 
merchandise  accounts  with  the  United  States:  in  1947  their  imports 
exceeded  their  exports  to  the  United  States  by  $1,000  million.  To  off- 
set this  deficit,  they  obtained  dollars  from  their  exports  elsewhere, 
and  most  of  all  from  the  United  Kingdom,  which  paid  $600  million 
to  them  during  1946  and  1947.  In  1947  their  reserves  fell  heavily. 
Not  only  had  the  United  Kingdom  to  pay  much-needed  dollars  to 
Latin  America  in  1947  but  in  addition  some  of  the  South  American 
countries  were  able  to  use  wartime  sterling  debts  of  Britain  to  buy 

10  D.  L.  Grove  and  G.  M.  Alter,  "Latin  America's  Post  War  Inflation  and 
Balance  of  Payments  Problem,"  in  Federal  Reserve  Bulletin,  November  1948,  p. 
1345- 
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out  British  assets,  particularly  railway  stock.  The  necessity  of  food 
imports  also  forced  Britain  and  some  of  the  Western  European 
countries  into  bilateral  trade  arrangements,  notably  with  Argentina, 
in  which  they  were  obliged  to  pay  extortionate  prices  for  their  im- 
ports. Argentina  not  only  refused  to  take  part  in  the  work  of  the 
International  Emergency  Food  Committee,  successor  to  the  Com- 
bined Food  Board,  but  also  flouted  the  recommendations  of  the  com- 
mittee and  insisted  on  taking  full  advantage  of  the  necessities  of  the 
war-torn  countries  of  Europe.  It  would  be  difficult  to  find  in  the 
modern  age  a  more  cynical  disregard  of  the  decencies  of  international 
economic  intercourse  in  times  of  trouble. 

We  have  next  to  consider  how  it  was  that,  after  the  war,  Latin 
America,  starting  in  a  far  better  external  financial  position  than 
Europe,  and  continuing  to  benefit  from  the  existing  price  relation- 
ships between  raw  materials  and  fabricated  goods,  soon  lapsed  into 
financial  confusion  and  hindered  instead  of  helping  the  recovery  of 
Europe. 

The  economic  order  in  Latin  America  was  ill  equipped  to  deal 
with  the  wide  and  rapid  wartime  changes  which  would  have  strained 
the  resources  even  of  the  best  governments  and  most  advanced 
peoples.  There  would  in  any  case  have  been  great  pressure  on  the 
financial  structures  of  the  countries  from  the  release  of  pent-up  de- 
mand for  imports,  held  back  by  lack  of  shipping  during  the  war, 
which  were  needed  to  offset  depreciation  and  provide  for  renewals. 
But  demand  for  imports  did  not  stop  there.  Wartime  purchases  by 
the  Allies  on  credit  were  a  source  of  inflation  and  Washington  price 
policies  in  financing  them  had  aggravated  it.  The  rise  of  money  in- 
comes led  to  increased  demand,  part  of  which  was  directed  to  im- 
ported goods.  The  social  system  in  some  of  the  countries  was  weighted 
in  favor  of  small  possessing  classes,  and  a  wasteful  demand  for  luxury 
imports  and  for  luxury  services  abroad  intensified  the  inflation. 
These  unnecessary  demands  were  little  checked  by  formal  controls 
which,  in  countries  where  integrity  in  public  life  was  a  rare  virtue 
and  administrative  machinery  and  experience  were  lacking,  served 
more  as  window  dressing  than  as  effective  instruments  of  emergency 
planning.  The  absence  of  effective  controls  prevented  the  restrictive 
selection  of  imports,  such  as  Britain  practiced,  which  would  have 
mitigated  some  of  the  effects  of  inflation  on  the  external  balance  of 
payments.  The  deterioration  in  the  financial  position  of  Latin  Amer- 
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ica  in  these  years  might  usefully  be  examined  by  those  who  have 
inveighed  against  the  United  Kingdom  controls  over  imports  and  the 
use  of  foreign  exchange. 

But  balance-of-payments  difficulties  in  the  Western  Hemisphere 
extended  to  the  north  as  well  as  to  the  south  of  the  United  States. 
Canada,  notwithstanding  its  high  productivity  and  excellent  eco- 
nomic organization,  became  deeply  involved  in  the  economic  diffi- 
culties of  Western  Europe,  with  whose  fortunes  her  own  were  in- 
separably linked  by  the  world  division  of  labor  which  had  grown 
up  over  several  decades,  and  which  was  related  to  the  distribution 
of  population  and  natural  resources  and  the  stages  of  economic 
development  reached  in  different  parts  of  the  world.  The  ratio  of 
population  to  land  was  low  in  Canada,  the  supply  of  capital — aided 
by  past  British  and  contemporary  American  lending — was  high,  the 
contour  of  the  land  and  the  quality  of  the  soil  were  favorable  to  ex- 
tensive mechanical  cultivation  of  grains,  and  minerals  abounded  in 
the  vast  territories  of  the  north.  Canada  exported  food  and  raw 
materials  on  a  great  scale  and  a  large  proportion  of  its  exports 
moved  across  the  Atlantic  to  countries  in  which  population  was  dense 
and  land  scarce,  which  in  consequence  depended  as  overseas  sources 
for  part  of  their  indispensable  food  and  raw  material  supplies  and 
which  in  more  normal  times  were  able  to  export  large  quantities  of 
manufactured  goods,  requiring  little  land  in  their  production,  to  off- 
set these  imports. 

As  long  as  the  chief  currencies  of  the  world  were  convertible  into 
one  another,  this  international  division  of  labor  worked  well  for 
Canada.  The  net  earnings  from  Canada's  trade  with  Europe  could 
be  used  to  cover  the  net  liabilities  incurred  in  its  trade  with  the  United 
States.  But  when  sterling  and  dollars  ceased  to  be  freely  convertible 
Canada  was  placed  in  a  quandary.  It  had  either  to  seek  a  redirection  of 
its  trade  or  to  press  the  United  Kingdom  to  pay  for  its  products  in  dol- 
lars or  convertible  sterling.  The  first  course  ran  counter  to  the  long-run 
international  division  of  labor  that  reflected  the  distribution  of  popu- 
lation and  natural  resources,  and  urgent  needs  of  the  people  of  the 
United  Kingdom  in  the  short  as  well  as  long  run.  Moreover,  even 
if  it  had  been  practicable,  it  would  have  taken  time  to  put  into  effect. 
The  second  course  was  likely  to  upset  further  the  balance  of  pay- 
ments of  the  sterling  area  with  the  dollar  area,  and  might  even  help 
to  provoke  a  grave  financial  crisis. 
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Thus  the  international  economic  conditions  of  1947  made  a  sterling 
crisis  unavoidable,  not  through  economic  defects  within  the  United 
Kingdom  itself  but  through  the  general  disorganization  of  the  greater 
part  of  the  world  and  notably  of  continental  Europe,  the  Far  East, 
and  Latin  America.  Europe  had  made  some  progress  but  was  still 
unreconstructed ;  large  parts  of  the  Far  East  were  in  a  state  of  chaos ; 
and  Latin  America  had  mismanaged  its  economic  affairs.  No  con- 
certed outside  move  had  been  made  to  assist  Western  Europe,  and 
only  an  inadequate  move  had  been  made  to  assist  Southern  Europe, 
to  reconstruct  its  halting  and  limping  economic  order.  Into  this  gap 
and  into  the  gap  created  by  the  lack  of  effective  controls  in  Latin 
America,  there  flowed  in  effect  a  large  part  of  the  United  States 
loan  to  the  United  Kingdom.  The  drain  on  Britain's  command  of 
dollars  had  begun  before  full  sterling  convertibility  on  current  transac- 
tions had  been  declared,  but  it  became  a  torrent  when  the  United 
Kingdom  formally  put  into  effect  the  convertibility  clause  of  the 
Anglo-American  Loan  Agreement  of  1945.  The  deficit  for  1946  had 
been  $1,600  million.  Early  in  1947  an  official  estimate  had  placed 
the  probable  dollar  deficit  for  the  year  at  $1,400  million.  Actually, 
in  the  first  half  of  1947  alone  the  loss  amounted  to  $1,400  million 
and  the  amount  available  under  the  loan  was  fast  disappearing. 

In  view  of  the  comment  and  criticism  which  was  heard,  then  and 
later,  over  this  major  crisis  in  postwar  economic  history,  it  is  im- 
portant that  the  real  lesson  of  1947  should  be  dissociated  from  the 
irrelevant  and  often  partisan  attempts  at  explanation  at  the  time. 
It  is,  of  course,  true  that  the  inclement  winter  and  the  fuel  shortage 
in  the  early  part  of  1947  increased  the  difficulties  of  reconstruction. 
But  even  if  these  difficulties  had  not  existed  the  most  that  can  be 
said  is  that  the  crisis  might  have  been  postponed  for  a  few  months : 
in  the  conditions  of  the  time  it  was  bound  to  come  sooner  or  later. 
It  was  the  direct  consequence  of  the  failure  to  grasp  and  make  ad- 
equate provision  for  immediate  postwar  reconstruction,  particularly 
in  Europe.  The  British  financial  crisis  was  a  symptom  of  world-wide 
economic  malaise,  and  its  cure  was  not  to  be  found  in  Britain  alone.11 

The  more  we  study  the  crisis  of  1947  the  more  ill-advised  the 

11  It  was,  of  course,  aggravated  by  inflationary  pressures  in  the  United  Kingdom. 
But  this  condition  was  almost  world-wide,  and  the  U.K.  had  done  better  than  most 
countries  in  grappling  with  it.  A  forced  domestic  loan  in  addition  to  the  measures 
actually  adopted  might  have  improved  matters. 
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convertibility  clause  in  the  loan  agreement  of  1945  appears.  It  is 
hardly  an  exaggeration  to  describe  it  as  the  offshoot  of  pressure  from 
vested  interests  combined  with  a  narrow  doctrinaire  view  of  inter- 
national economics  and  a  lack  of  understanding  of  the  structure  of 
international  trade.  To  fix  an  early  and  arbitrary  date  for  con- 
vertibility in  the  confused  world  economic  conditions  that  followed 
the  war,  and  to  imagine  that  a  loan  of  $3,750  million  would  safe- 
guard the  sterling  area,  was  to  carry  wishful  thinking  far  beyond 
the  danger  point.  The  inevitable  result  was  to  turn  the  sterling  loan 
into  a  European  reconstruction  loan  and  a  means  by  which  Latin 
American  countries  could  postpone  or  escape  the  consequences  of 
economic  negligence.  For  these  purposes  the  loan  was  inadequate  and 
would  have  been  drained  away  completely  in  a  few  months  if  sterling 
convertibility  had  not  been  revoked. 

Unfortunately,  the  lesson  of  the  crisis  of  1947  was  only  imperfectly 
learned.  The  crisis  became  a  subject  of  political  controversy  on  both 
sides  of  the  Atlantic  and,  as  usual,  political  controversy  did  more  to 
becloud  than  to  clarify  the  underlying  economic  issues.  The  Con- 
servatives strove  to  make  political  capital  out  of  the  Labor  Govern- 
ment's difficulties.  Mr.  Churchill  had  descended  from  his  wartime 
heights  of  statesmanship  to  a  far  lower  political  level  on  which  he 
did  not  hesitate  to  misrepresent  the  achievements  and  exaggerate  the 
shortcomings  of  his  political  opponents.  His  words  gain  greater  at- 
tention on  this  side  of  the  Atlantic  than  those  of  other  British  states- 
men, and  in  peacetime  are  too  often  taken  at  their  face  value  in  the 
United  States.  Thus  his  irrepressible  accusations  since  the  crisis  of 
1947  that  the  Labor  Government  "frittered  away"  the  United  States 
loan,  though  no  more  than  a  politician's  trick  to  gain  votes  from  his 
opponents,  have  been  taken  seriously  by  many  Americans  and  have 
been  turned  to  Britain's  disadvantage  by  noisy  and  at  times  influ- 
ential anti-British  groups.  In  the  United  States  the  Labor  Govern- 
ment has  had  a  bad  press  for  the  same  reasons  that  President  Roose- 
velt had  a  bad  press  during  the  period  of  his  great  reforms.  American 
readers  dependent  on  the  press  have  been  drawn  off  into  side  issues 
with  little  opportunity  to  trace  the  world-wide  relationships  in  the 
setting  of  which  the  difficulties  of  the  United  Kingdom  should  be 
studied.  Hence  the  failure  of  the  attempt  at  convertibility  in  1947 
did  not  long  restrain  even  some  sections  of  political  and  business 
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opinion  from  calling  for  early  steps  towards  a  return  to  sterling  con- 
vertibility. 

Fortunately,  however,  the  administration  attitude  toward  Europe 
changed  markedly  in  1947.  I  am  not  in  a  position  to  trace  this  change 
in  detail,  but  Dean  Acheson  and  William  Clayton  seem  to  have  had 
much  to  do  with  it.  Mr.  Acheson,  from  my  first  direct  acquaintance 
with  him  in  1941,  struck  me  as  having  a  far  better  understanding 
of  the  economic  position  and  the  economic  difficulties  of  the  United 
Kingdom  than  anyone  else  at  a  high  level  had,  and  his  later  work  also 
made  him  familiar  with  the  economic  difficulties  of  continental 
Europe.  Mr.  Clayton,  during  his  visits  to  Geneva  and  London  at  the 
time  of  the  trade  negotiations,  was  greatly  impressed  with  the  short- 
run  difficulties  of  Britain  and  Western  Europe  which  prevented  them 
from  accepting,  or  made  them  hesitate  to  accept,  commitments  on 
commercial  policy  with  which  they  agreed  in  principle  and  which 
they  hoped  would  be  applicable  in  the  long  run. 

The  new  Secretary  of  State,  Mr.  Marshall,  had  been  long  ac- 
customed to  working  in  a  large  organization  whose  functions  could 
be  exercised  efficiently  only  so  long  as  its  central  authority  was 
prepared  to  delegate  duties  and  extensive  power  to  make  decisions 
to  trusted  subordinates,  and  normally  to  accept  advice  from  them  on 
a  wide  range  of  matters,  confining  itself  generally  to  broader  ques- 
tions of  policy  on  which  it  alone  could  make  the  final  decisions.  Here 
was  a  sharp  contrast  to  the  methods  of  Mr.  Byrnes,  who,  following 
the  customs  and  manners  of  senators,  worked  with  and  took  into  his 
confidence  only  a  very  small  group  of  officials  within  the  organiza- 
tion, leaving  the  rest  with  little  knowledge  of  his  intentions  and 
uncertain  how  far  they  were  expected  to  go  on  their  own  initiative 
when  questions  arose  that  required  prompt  decisions. 

Secretary  Marshall  had  not  shrunk  from  bold  decisions  when  the 
conditions  of  the  time  made  them  necessary,  and  he  did  not  do  so  now 
when  the  plan  associated  with  his  name  began  to  take  form,  first  in 
broad,  general  terms  and  later,  with  British  and  Western  European 
help,  as  a  concrete,  detailed  scheme,  transcending  any  measures  of 
international  aid  conceived  in  the  past  and  bringing  new  hope  to  the 
struggling  peoples  of  a  continent  which  had  been  the  main  theater 
of  the  most  destructive  war  in  history.  The  development  of  this  large- 
scale  postwar  reconstruction  scheme,  which  went  far  to  close  the 
largest  gap  in  postwar  planning,  lies  beyond  the  period  which  the 


346  THE  GATHERING  CRISIS 

present  study  covers  and  belongs  to  a  sequel.  Later  it  was  extended 
to  cover  not  only  the  liberated  countries  which  the  Soviet  Union 
could  not  deter  from  joining  it,  but  also  Germany.  Thus  it  achieved 
that  unified  treatment  of  the  task  of  reconstruction  in  both  Allied  and 
ex-enemy  countries  which  extinguished  the  last  traces  of  the  Mor- 
genthau  plan  and  the  notorious  directive  JCS  1067,  and  which  alone 
could  deal  adequately  with  the  common  interests  of  the  peoples  of 
that  continent  which,  notwithstanding  its  recent  tribulations,  still 
embodies  the  greatest  achievements  of  civilization.  That  this  ap- 
proach did  not  come  earlier  is  one  of  the  principal  criticisms  that  can 
be  directed  against  the  postwar  planning  during  the  war. 


CHAPTER   XX 

The  Summing  Up 


The  diverse  threads  of  discussion  in  the  preceding 
chapters  have  now  to  be  drawn  together. 

The  origins  of  some  of  the  international  economic  difficulties  of 
the  postwar  years  are  to  be  found  in  changes  that  preceded  the 
Second  World  War.  The  exceptional  combination  of  circumstances 
that  gave  rise  to  an  almost  world-wide  multilateral  trade  for  about 
half  a  century  was  already  breaking  up  before  the  war  began.  The 
First  World  War  and,  even  more  the  Great  Depression  in  the  early 
1930's,  had  shaken  an  inherently  delicate  structure:  the  recovery  of 
international  trade  lagged  far  behind  the  recovery  of  domestic  produc- 
tion, and  both  were  slow,  painful,  and  incomplete  throughout  the 
decade. 

A  new  calamity  then  struck  this  faltering  economic  order.  Between 
the  summers  of  1939  and  1945  the  intricate  structure  of  social  and 
economic  relationships  over  continental  Europe  and  the  Far  East, 
which  had  determined  the  growth  and  the  spread  of  knowledge  and 
skills  and  the  flow  of  goods  and  services,  and  which  had  established 
common  practices  and  accommodations  among  diverse  practices, 
fell  apart  in  a  disorderly  tangle  from  which  few  strands  could  be 
extricated  unbroken  after  the  war.  This  disruption  of  collective 
human  relationships  was  even  more  far-reaching  than  the  destruc- 
tion of  property  and  the  defacement  of  cities  and  countryside.  It  is 
not  surprising  that  convalescence  from  the  demoralizing  wartime 
experiences  of  the  occupied  areas  has  been  slow  and  interrupted  by 
many  setbacks.  Adolf  Hitler  went  down  to  crushing  military  defeat, 
but  not  all  his  works  perished  with  him.  His  boast  that  if  he  fell  he 
would  drag  down  Europe  with  him  should  not  have  been  taken 
lightly. 

During  the  recent  war  there  was  greater  awareness  than  during 
the  First  World  War  of  the  danger  that  peace  would  come  with  the 
Allies  unprepared  to  deal  with  the  economic  aftermath  of  war.  In 
Britain  and  Canada  the  public  demanded  bold  postwar  reconstruction 
measures,  but  in  the  United  States  the  forces  of  reaction  were  grad- 
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ually  gaining  ground  and  support  for  bold  postwar  measures  was 
confined  chiefly  to  government  circles.  Both  in  London,  where  the 
government  was  a  coalition,  and  in  Washington,  where  it  had  to 
contend  with  a  reactionary  opposition,  domestic  political  difficulties 
affected  the  course  of  postwar  international  economic  planning.  From 
time  to  time  the  desire  to  obtain  harmony  between  political  parties 
in  the  pursuit  of  a  common  war  aim  held  back  progress  on  the  more 
controversial  issues.  Some  fields  of  postwar  planning  were  more  af- 
fected by  them  than  others,  and  this  contributed  to,  though  it  was 
not  the  sole  cause  of,  the  uneven  development  of  the  plans  for  deal- 
ing with  different  aspects  of  postwar  international  economics,  and 
the  failure  to  provide  by  the  end  of  the  war  a  comprehensive  and 
well-proportioned  scheme  for  winning  the  peace. 

The  course  of  international  economic  planning  during  the  war 
revealed  a  growing  separation  between  plans  for  the  short  run  and 
plans  for  the  long  run.  In  the  early  stages  attempts  were  made  to 
integrate  short-  and  long-run  plans.  The  Hot  Springs  Food  and 
Agricultural  Conference  laid  down  in  its  field  a  well-integrated  set 
of  economic  principles  to  govern  the  immediate  aftermath  of  war, 
the  transition  period,  and  long-run  development.  Similarly  the  Keynes 
Plan  for  an  International  Clearing  Union  showed  clear  recognition 
of  the  needs  of  reconstruction  and  the  dangers  of  inflation  in  the 
early  postwar  period  and  proposed  to  finance  relief  and  reconstruc- 
tion at  least  partly  through  the  Union,  whose  long-term  functions 
would  be  temporarily  curtailed  to  meet  urgent  short-term  needs  in 
the  period  of  reconstruction.  The  first  version  of  the  White  Plan, 
which  was  also  designed  primarily  to  set  up  permanent  organizations 
to  deal  with  long-run  questions,  nevertheless  proposed  that  these 
organizations  should  provide  large  funds  for  reconstruction.  Unfor- 
tunately, these  farsighted  proposals  to  include  provision  for  the  short 
as  well  as  the  long  run  in  the  same  plans  were  hurriedly  dropped. 
The  short-term  functions  which  Keynes  and  White  first  proposed 
for  the  international  monetary  organizations  would  have  required 
much  larger  funds  than  were  needed  for  the  long-term  functions. 
Even  the  earlier  amounts  proposed  for  long-term  purposes  were 
whittled  down  through  fear  of  Congress,  notwithstanding  the  protests 
and  misgivings  of  Britain,  and  the  scope  of  their  use  was  narrowed. 
Thus  the  International  Monetary  Fund  became  the  most  clear-cut 
case  of  planning  entirely  for  the  long  run.  It  stood  at  the  opposite 
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end  of  the  scale  to  the  relief  plans.  It  could  play  its  part  only  after  a 
transition  period  of  indefinite  duration  had  ended.  Its  establishment 
was  a  notable  achievement,  but  it  was  not  an  example  of  ''putting  first 
things  first." 

The  functions  of  the  International  Bank  were  spread  between  post- 
war reconstruction  and  long-term  development.  Thus  they  over- 
lapped two  of  the  categories  into  which  postwar  planning  has  been 
divided  in  this  study.  For  about  two  years  after  fighting  ceased  in 
Europe,  the  Bank  was  cited  by  harassed  United  States  spokesmen,  in 
reply  to  critics  who  argued  that  inadequate  provision  had  been  made 
for  meeting  the  needs  of  the  transition  period,  as  the  appropriate 
body  to  assist  in  financing  reconstruction.  Such  arguments  were 
grossly  misleading.  The  total  funds  which  the  Bank  could  command 
were  sufficient  to  cover  only  a  very  small  proportion  of  the  total 
needs  for  reconstruction,  and  part  of  them  had  to  go  into  long-term 
development.  Moreover,  even  if  the  funds  had  been  much  larger, 
the  conditions  on  which  loans  were  to  be  granted  would  have  made 
it  impracticable  to  use  them  for  the  purposes  for  which  funds  were 
desperately  needed  in  Europe.  The  Bank  made  some  useful  recon- 
struction loans  for  limited  purposes,  but  there  was  never  any  likeli- 
hood that  it  could  meet  a  considerable  part  of  reconstruction  needs 
and  it  should,  therefore,  be  classified  as  primarily  an  organization 
to  perform  a  long-run  function  on  a  modest  scale. 

The  third  organization  which  was  intended  to  play  an  important 
long-run  role  was  the  proposed  International  Trade  Organization. 
As  we  have  seen,  the  original  conception  of  such  an  organization 
came  from  Britain,  not  from  mossback  "Cobdenites,"  as  some  British 
writers  suggest,  but  from  economists  of  modern  outlook.  Unfor- 
tunately, owing  to  political  delays,  the  planning  on  trade  fell  far 
behind  the  planning  on  finance,  and  when  the  war  ended  a  long  and 
thorny  path  remained  to  be  trodden  before  conferences  to  establish 
an  International  Trade  Charter  and  an  International  Trade  Or- 
ganization and  to  reduce  tariffs,  could  be  called,  and  a  still  longer  and 
thornier  one  before  agreement  could  be  reached. 

The  later  delays  can  be  traced  to  two  causes.  The  first  of  these 
was  the  insistence  at  high  levels  in  Washington  that  the  cumbrous 
mode  of  reducing  tariffs  by  treaties  between  pairs  of  countries,  which 
had  been  inherited  from  the  prewar  period  to  which  it  was  suited, 
should  be  carried  over  to  the  postwar  period  to  which  it  was  not 
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suited.  This  made  it  inevitable  that  the  negotiations  to  reduce  tariffs 
would  be  long-drawn-out.  Moreover,  it  alienated  British  sympathies 
and  reduced  the  extent  of  British  cooperation  in  subsequent  negotia- 
tions. The  second  cause  of  delay  was  to  be  found  in  the  decision 
to  introduce  into  the  charter  of  the  proposed  International  Trade 
Organization  a  comprehensive  and  detailed  agreement  covering  the 
whole  range  of  commercial  policy  other  than  the  rates  of  reduction 
of  tariffs.  The  subject  matter  with  which  an  International  Trade 
Organization  would  be  concerned  was  broader  in  scope,  more  com- 
plicated in  detail,  and  more  controversial  in  content  than  the  sub- 
ject matter  with  which  the  Fund  and  the  Bank  would  be  concerned. 
To  insist  that  the  establishment  of  the  organization  should  await 
detailed  agreement  on  all  this  was  to  sacrifice  the  opportunity  to  set 
up  the  organization  before  the  drive  to  create  new  international  ma- 
chinery had  spent  its  force. 

I  believe,  therefore,  that  the  decisions,  first,  to  make  no  effort  to 
obtain  an  agreement  to  reduce  tariffs  immediately  after  the  war  by 
a  simpler  method  than  that  of  bilateral  treaties,  and,  second,  to  post- 
pone attempts  to  set  up  an  International  Trade  Organization  until 
agreement  had  been  reached  on  the  text  of  a  comprehensive  charter, 
were  unfortunate,  and  that  efforts  should  have  been  made  to  obtain 
congressional  approval  of  a  method  of  reducing  tariffs  all  round  in 
one  act  to  be  agreed  on  at  a  general  conference.  If  they  had  failed, 
the  administration  would  have  been  no  worse  off  and  might  even 
have  found  it  easier  to  obtain  a  renewal  of  the  Reciprocal  Trade 
Agreements  Act  as  an  alternative  to  the  wider  powers.  Second,  an 
International  Trade  Organization  might  have  been  set  up  im- 
mediately after  the  war  with  brief  and  simple  terms  of  reference, 
one  of  which  would  have  charged  it  with  the  responsibility  for  prepar- 
ing a  code  of  policy  and  practices  in  international  trade.  I  suggest 
that  the  adoption  without  further  elaboration  of  the  Proposals  for 
Expansion  of  World  Trade  and  Employment  as  the  charter  of  the 
new  organization  is  the  most  that  should  have  been  attempted,  and 
that  the  decision  to  go  further  before  setting  up  the  organization  was 
an  unnecessary  gamble. 

Beyond  this  lay  two  other  even  more  far-reaching  errors  in  the 
planning  for  international  trade.  First,  the  short-run  difficulties  of 
reviving  trade  between  the  liberated  areas  were  not  understood  and 
the  necessity  of  a  radically  different  approach  to  them  from  that 
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of  the  Charter  was  not  widely  realized.  Second,  the  difficulties  of 
restoring  a  world  multilateral  trading  system  were  misconceived. 
Although  economists  of  modern  outlook  no  longer  believed  that  the 
reduction  of  trade  barriers  alone  would  restore  such  a  system,  most 
of  them  did  believe  that  a  reduction  of  trade  barriers  would  do  so 
when  combined  with  the  maintenance  of  full  employment.  This  be- 
lief has  survived  well  into  the  postwar  period,  with  the  qualification 
that,  in  addition,  aid  under  the  Marshall  Plan  would  be  necessary 
up  to  1950  or  1 95 1  before  a  full  multilateral  system  could  be  estab- 
lished. It  is  based  upon  an  oversimplified  view  of  international  trade 
and  capital  movements  and  an  excessive  faith  in  the  "price  system" 
as  a  self-contained  instrument  of  economic  change  and  adjustment. 
It  remains  today  as  a  hindrance  to  an  understanding  of  the  condi- 
tions of  a  world  multilateral  trading  order  and  an  unnecessary  source 
of  friction  between  the  North  Atlantic  Allies.  However,  its  sig- 
nificance is  greater  for  the  period  of  recovery  after  1946  than  for 
the  earlier  period,  and  a  detailed  analysis  of  the  subsequent  develop- 
ments, as  well  as  the  full  supporting  arguments  for  this  point  of 
view,  belong  to  a  study  of  that  period  rather  than  to  the  present 
study. 

Within  'its  limits,  the  planning  for  the  long  run  was  carried  out 
thoroughly,  and  engaged  the  energies  of  many  of  the  keenest  intel- 
lects in  London,  Ottawa,  and  Washington.  The  central  idea  behind 
it  was  to  prevent  a  recurrence  of  the  outstanding  economic  troubles 
of  the  interwar  period.  A  Monetary  Fund  was  to  guard  against  a 
repetition  of  the  exchange  crisis  in  1931  and  1932  by  providing  funds 
to  tide  over  temporary  balance-of-payments  difficulties.  An  Interna- 
tional Bank  was  to  guard  against  the  abuses  of  international  lend- 
ing in  the  1920's.  An  International  Trade  Organization  was  to  re- 
lease world  trade  from  the  shackles  that  had  been  fastened  on  it  after 
the  Great  Depression  began.  Domestic  policies  aimed  at  the  main- 
tenance of  full  employment  were  considered  to  be  conditions  of  the 
success  of  all  three  organizations,  which  in  turn  were  considered  to 
be  essential  to  the  maintenance  of  full  employment. 

At  the  opposite  side  of  the  picture,  planning  for  relief  also  began 
early  and,  in  spite  of  much  fumbling  and  overlapping,  was  com- 
pleted in  time  to  establish  an  effective  international  organization 
whose  operations  far  exceeded  in  scale  and  variety  any  international 
venture  hitherto  attempted.  In  the  United  States  the  less  reputable 
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political  elements,  which  never  shrank  from  deliberate  misrepresenta- 
tion, continually  attacked  the  international  character  of  the  organiza- 
tion and  in  the  end  succeeded  in  bringing,  it  prematurely  to  a  close. 
In  the  Soviet  Union  an  equally  unscrupulous  running  fire  of  criticism, 
based  on  allegations  of  favoritism,  was  maintained  against  UNRRA 
until  its  end  approached.  In  fact,  however,  the  character  of  the  or- 
ganization was  more  acceptable  than  that  of  any  other  to  the  Eastern 
countries  and  it  is  conceivable,  although  it  cannot  be  proved,  that  an 
enlarged  UNRRA  to  cover  reconstruction  might  have  brought  them 
within  a  European  recovery  program,  and  staved  off  the  intensifica- 
tion of  political  hostility  between  East  and  West  after  1947. 

Two  important  decisions  during  the  planning  of  relief  greatly 
affected  the  course  of  reconstruction.  First,  the  decision  that  UNRRA 
assistance  should  be  given  only  to  countries  without  any  external 
assets  to  pay  for  imported  supplies  made  Western  Europe  ineligible 
for  international  relief  and  hindered  the  reconstruction  of  those  coun- 
tries by  depleting  their  assets  to  meet  their  needs  for  consumption 
goods,  especially  food.  The  other  outstanding  decision  was  con- 
cerned with  the  relation  of  relief  to  reconstruction.  Some  of  the  early 
planners  for  relief,  like  the  planners  for  international  finance  and 
investment,  began  with  a  much  broader  conception  of  the  scope  of 
their  plans  than  was  later  accepted.  Like  the  planners  for  the  long 
run,  they  were  willing  to  extend,  and  some  of  them  made  con- 
crete proposals  for  extending,  their  plans  to  cover  much,  if  not  all, 
reconstruction  as  well  as  relief.  But,  as  with  the  planners  for  the 
long  run,  so  with  the  planners  for  relief :  the  broader  proposals  were 
whittled  down  until  they  became  almost  as  highly  specialized  on  the 
shortest  of  the  short  runs  as  the  proposals  coming  from  the  op- 
posite end  had  become  specialized  on  the  longest  of  the  long  runs. 
The  broader  plans  from  each  end,  which  could  have  been  extended 
into  part  of  the  intermediate  area  that  separated  them  widely,  were 
frustrated  by  political,  financial,  and  administrative  difficulties. 

The  area  that  lay  between  relief  measures  and  long-run  measures 
never  received  sustained  and  comprehensive  attention.  Planning  in 
it  was  piecemeal  and  often  belated.  Frequently  events  overtook 
preparations,  and  expectations  were  confounded  by  unforeseen  con- 
tingencies. By  the  end  of  1946  the  neglect  of  this  area  in  the  planning 
had  brought  Europe  close  to  economic  disaster. 

To  this  record  of  failure  in  planning  for  the  period  of  reconstruc- 


THE  SUMMING  UP  353 

tion  there  is  one  important  exception.  Two  broad  types  of  prepara- 
tion were  needed,  the  first  designed  to  make  the  best  distribution  of 
scarce  goods  and  services  that  entered  into  international  exchange  in 
the  period  of  relief  and  reconstruction,  and  the  second  to  make  pro- 
vision for  the  supply  from  outside  the  stricken  areas  of  new  ma- 
terials for  reconstruction.  The  first  of  these  needs  was  well  met. 
The  planners  successfully  applied  the  lessons  learned  from  experiences 
in  191 9  and  the  Second  World  War.  By  timely  and  unobtrusive 
advance  planning,  initiated  mainly  by  civil  servants,  remarkable 
successes  were  achieved  in  providing  machinery  to  prevent  a  com- 
petitive scramble  for  scarce  materials  and  services  and  to  allocate 
them  by  agreement  to  the  areas  and  uses  in  which  they  would  make 
the  greatest  contribution  to  recovery.  Some  of  the  wartime  organiza- 
tions were  continued  with  an  extended  scope  to  cover  the  needs  of 
relief  and  reconstruction.  New  organizations  were  established  to 
serve  reconstruction  purposes.  The  combined  Food  Board  was  suc- 
ceeded by  the  International  Emergency  Food  Council.  The  Combined 
Shipping  Adjustment  Board  was  succeeded  first  by  the  United 
Maritime  Authority  and  later  by  the  United  Maritime  Consultative 
Council.  The  European  Central  Inland  Transport  Organization 
aided  the  restoration  of  transport  on  railways,  roads,  and  inland  water- 
ways and  helped  to  secure  the  fullest  use  of  existing  rolling  stock. 
The  European  Coal  Organization  obtained  agreement  on  coal  al- 
locations even  in  the  worst  period  of  fuel  shortage.  The  Emergency 
Economic  Committee  for  Europe  obtained  agreement  on  a  variety 
of  questions  relating  to  food  and  feedstuff's,  timber,  electric  power, 
and  other  matters.  The  orderly  allocation  of  food,  coal,  and  shipping 
according  to  need  and  not  to  the  best  filled  purse  and  the  most  ex- 
perienced purchasing  agents,  was  of  immeasurable  aid  to  a  continent 
short  of  these  things. 

But  the  second  prerequisite  of  reconstruction  was  not  met.  Neither 
the  organization  nor  the  funds  needed  for  reconstruction  were  pro- 
vided on  an  adequate  scale.  Thus  in  the  area  of  planning  that  lay 
between  relief  and  long-term  measures  for  improving  the  economic 
organization  of  the  world  large  gaps  were  left  which  opened  the 
way  for  the  forces  of  economic  disorder  to  break  through,  and  on 
the  one  side  cut  off  and  isolate  the  long-term  measures,  rendering 
them  inoperative  and  leaving  them  suspended  without  support  on 
the  flanks,  while  on  the  other  side  the  provision  for  relief  and  reha- 
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bilitation  was  unduly  strained  and  had  to  be  concentrated  largely 
on  emergency  palliatives. 

The  failures  in  planning  for  reconstruction  were  many-sided.  First, 
planning  to  meet  the  special  international  economic  difficulties  of 
Britain  was  belated  and  when  measures  were  hastily  devised  at  the 
last  moment  they  provided  insufficient  funds  and  attached  impracti- 
cable conditions  on  their  use.  Second,  planning  for  external  assist- 
ance in  the  reconstruction  of  the  liberated  Allied  countries  was  hope- 
lessly inadequate.  Third,  planning  for  the  reconstruction  of  ex-enemy 
countries  was  rejected  outright  for  Germany  and  neglected  for 
Japan.  Fourth,  planning  for  postwar  international  trade  was  con- 
fined to  the  problems  of  reducing  trade  barriers :  it  showed  resource- 
fulness within  these  limits  but  for  the  most  part  it  ignored  the  short- 
run  problems  of  reconstructing  postwar  trade  and  adopted  a 
somewhat  negative  approach  even  to  the  long-run  problems,  over- 
estimating the  effects  of  mere  reduction  of  trade  barriers  and  main- 
tenance of  full  employment. 

These  errors  of  omission  arose  out  of  widely  different  causes. 
Some  of  them  were  due  to  insufficient  understanding  and  foresight 
even  among  experts  in  the  fields  concerned.  Others  were  due  simply 
to  lack  of  understanding  in  the  higher  circles  of  government,  and 
others  again  to  political  fears  which  prevailed  over  economic  judg- 
ments and  caused  higher  circles  to  shrink  from  the  struggle  to  obtain 
legislative  sanction  for  the  bold  and  costly  measures  which  alone 
could  meet  the  exceptional  international  needs  of  the  day.  Behind 
these  fears  lay  the  hostility  of  legislative  groups  sometimes  misin- 
formed, sometimes  ready  to  sacrifice  the  needs  of  society  for  the  hope 
of  petty  local  advantage.  Behind  the  legislatures  lay  public  opinion, 
often  believed  by  politicians  to  be  more  hostile  to  bold  measures 
than  it  really  was,  always  difficult  to  ascertain,  and  sometimes  led 
astray  by  the  demagoguery  of  groups  with  vested  interests  to  serve. 

The  special  difficulties  of  Britain,  as  we  have  seen,  had  been  clearly 
demonstrated  by  Keynes  in  Washington  in  the  middle  of  1941,  and 
it  might  have  been  expected  that  in  the  following  four  years  a  well- 
considered  plan  would  have  been  prepared  to  deal  with  them.  Yet 
when  the  war  ended  in  Europe  no  Anglo-American  discussions  had 
been  held  on  the  subject,  and  when  the  war  ended  in  the  Far  East 
discussions  were  only  just  about  to  begin.  Keynes  prepared  his  plan 
for  an  International  Clearing  Union  partly  as  a  substitute  for  the 
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policy  of  discriminating  bilateral  bargaining  which  in  his  earlier  pes- 
simistic mood  he  had  believed  to  be  unavoidable.  The  first  versions 
of  the  Keynes  and  White  Plans  would  have  helped  in  the  solution 
of  Britain's  special  problem,  although  they  would  not  have  provided 
a  complete  solution.  In  the  negotiations  on  Article  VII  of  the  Lend- 
Lease  agreement,  Britain's  special  problem  was  in  the  minds  of 
those  who  insisted  that  in  the  text  strong  emphasis  should  be  placed 
on  the  necessity  of  maintaining  full  employment  as  well  as  reducing 
trade  barriers.  It  was  argued,  and  in  1942  the  writer  of  these  lines 
argued  in  Whitehall,  that  such  a  setting  would  greatly  aid  in  the 
solution  of  Britain's  special  problem.  I  believe  in  retrospect  that  we 
carried  this  argument  much  too  far  and  exaggerated  the  extent  to 
which  full  employment,  freer  trade,  and  an  international  monetary 
fund  would  meet  Britain's  immediate  postwar  needs.  In  partial  ex- 
tenuation it  might  be  said  that  in  1942  there  appeared  to  be  some 
hope  of  a  more  ambitious  monetary  and  investment  plan  than  that 
which  was  ultimately  adopted.  Even  so,  our  attitude  remained  un- 
justifiably optimistic:  we  failed  to  grasp  the  nature  and  magnitude 
of  the  difficulties  that  stood  in  the  way  of  an  early  restoration  of 
world  multilateral  trade.  In  Washington,  also,  though  not  among 
Americans  in  London,  very  few  officials  and,  as  far  as  I  can  ascer- 
tain, no  congressmen  understood  the  significance  and  purposes  of 
the  sterling  area,  and  some  officials  and  many  congressmen  were  in- 
fluenced by  anti-British  sentiment. 

Whitehall,  for  once,  was  seriously  divided.  A  sharp  difference  of 
opinion  arose  over  the  question  what  kind  of  approach  should  be 
made  to  Washington  on  the  subject.  It  was  agreed  that  Britain's 
honorable  economic  scars  would  best  be  healed  by  grants  from  the 
United  States,  but  one  group  held  that  in  practice  it  was  useless 
to  ask  for  a  grant  and  that  it  would  be  more  realistic  to  seek  a  loan 
on  very  favorable  terms.  The  other  group  was  strongly  aroused 
over  the  moral  aspects  of  Britain's  war-created  troubles  but  some  of 
them  failed  to  distinguish  between  politically  practicable  and  po- 
litically impracticable  measures. 

The  hasty  attempt  to  fill  this  gap  by  the  loan  to  Britain  in  1945 
was  a  failure.  The  loan  was  not  wasted,  as  irresponsible  critics  have 
contended,  but  it  was  inadequate  in  amount  and,  through  an  astonish- 
ingly inept  provision  for  sterling  convertibility  by  the  clock,  was 
soon  drained  off  through  other  gaps  in  the  postwar  planning,  which 
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had  been  left  by  the  failure  of  the  planners  to  provide  resources  for 
the  reconstruction  of  liberated  areas,  and  the  failure  of  most  of  the 
South  American  countries  to  keep  their  finances  in  order. 

The  continental  European  Allies  whose  territories  had  been  over- 
run were  left  in  a  different  position  from  that  of  Britain.  Most  of 
them  suffered  great  psychological  damage,  but  some  of  them  suffered 
less  material  damage  than  Britain  did:  their  overseas  assets  were 
impounded  in  London  and  Washington  and  restored  when  free 
and  legitimate  governments  were  reestablished  at  home.  But  with  the 
rejection  of  the  earlier  monetary  proposals  and  the  limitation  of 
UNRRA  aid  to  liberated  countries  without  external  assets,  they  were 
left  at  the  end  of  the  war  without  international  aid  either  for  relief 
or  for  reconstruction.  At  the  same  time  their  domestic  production 
of  food  and  raw  materials  had  fallen  and  their  external  assets  were 
rapidly  drained  by  the  urgent  need  of  imports,  the  greater  part  of 
which  went  to  meet  indispensable  consumption  needs. 

Until  at  least  far  on  in  1943,  the  principle  seems  to  have  been 
widely  accepted  among  Washington  officials  that  the  immediate 
consumption  needs  of  Allied  countries  damaged  in  the  war  should 
be  met  by  grants  and  that  loans  should  be  made  only  for  reconstruc- 
tion and  long-term  development.  In  this  way  it  was  hoped  that  there 
would  be  no  repetition  of  the  widespread  international  friction  of 
the  interwar  period  arising  out  of  demands  for  the  repayment  of  war- 
time and  early  postwar  loans  which  could  not  easily  be  repaid  with- 
out considerable  changes  in  the  structure  of  trade  and  greater  will- 
ingness in  the  creditor  countries  to  receive  imports.  It  was  recognized 
that  if  loans  at  interest  were  to  be  repaid  after  the  war  they  must 
be  confined  to  manageable  amounts  and  to  uses  that  would  increase 
the  capacity  to  produce  and  to  export.  But  in  the  later  stages  of  the 
war  this  principle  was  quietly  and  informally  abandoned  and  the 
scope  of  grants  in  the  plans  was  narrowed  to  the  UNRRA  contribu- 
tion. This  was  a  reflection  of  the  characteristically  narrow  outlook 
of  congressmen  and  businessmen  as  the  war  drew  to  a  close  and 
the  hope  of  "business  as  usual"  returned. 

Reconstruction  in  Allied  countries  could  not  be  separated  in  prac- 
tice from  reconstruction  in  ex-enemy  countries.  The  chief  ex-enemy 
country  in  Europe  and  the  chief  ex-enemy  country  in  Asia  had  each 
been  the  pivot  of  a  network  of  trading  and  credit  relations  which 
closely  affected  the  countries  around  them  and  formed  an  important 
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part  of  the  world  system  of  multilateral  trade.  The  needs  of  economic 
reconstruction  could  not  be  circumscribed  by  national  boundaries  or 
by  distinctions  between  those  who  were  Allies  and  those  who  were 
enemies.  This  was  recognized  in  the  earlier  planning  on  Germany 
by  civil  servants,  but  higher  circles  intervened  and  a  negative  policy, 
originating  in  the  United  States  and  designed  to  cripple  German 
industries,  for  a  time  displaced  all  policies  for  reconstruction.  It  was 
only  after  much  effort  and  many  disastrous  experiences  that  a  con- 
structive policy  began  slowly  to  develop.  An  intrinsically  unsound 
reparation  policy,  based  on  the  desire  to  destroy  or  reduce  German 
and  Japanese  industries,  made  matters  worse.  The  failure  of  min- 
isters in  London  and  their  nearest  counterparts  in  Washington  to 
give  sustained  attention  to  the  subject  while  there  was  still  time 
allowed  the  initiative  to  pass  to  the  Soviet  Union,  which  wanted 
reparation  first  and  perhaps  deindustrialization  second,  and  to  Mr. 
Morgenthau,  who  wanted  deindustrialization  first  and  reparation 
second,  merely  as  an  instrument  of  deindustrialization. 

The  planning  for  the  Far  East,  though  less  influenced  by  fear  and 
animosity,  was  even  more  inadequate  than  the  planning  for  Europe. 
Immense  resources  were  wasted  in  an  uncritical  and  clumsily  devised 
effort  to  raise  China  out  of  the  chaos  into  which  she  had  fallen. 
Washington  put  its  money  on  the  wrong  horse.  The  British  appraisal 
of  the  position  of  China  was  far  closer  to  realities  than  that  of  the 
United  States,  but  was  unheeded  by  Washington,  either  in  the  high- 
est circles  or  elsewhere.  The  attitude  of  the  United  States  toward 
Japan  was  as  naive  at  first  as  its  attitude  toward  China,  but  in  an 
opposite  way.  The  Japanese  Empire  was  to  be  dismembered.  For- 
mosa was  to  be  returned  to  China  after  more  than  half  a  century 
during  which  her  remarkable  economic  development  had  been  closely 
intertwined  with  that  of  Japan  to  the  benefit  of  both  countries.  Korea, 
although  destitute  of  the  makings  of  political  stability,  was  to  become 
an  independent  nation.  There  seems  to  have  been  strangely  little 
argument  over  these  decisions,  and  no  attempt  to  examine  the  far- 
reaching  economic  effects  which  might  be  expected  to  follow  these 
sudden  and  drastic  political  changes. 

Thus  the  early  promise  of  postwar  planning  was  not  fulfilled.  The 
initial  provision  for  relief  through  UNRRA  was  impressive  and  saved 
Eastern  and  Southern  Europe  from  starvation  and  collapse.  The 
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preparations  for  the  long  run,  so  far  as  they  went,  were  well-conceived 
and  in  a  reconstructed  world  would  have  prevented  a  recurrence  of 
the  economic  disasters  of  the  interwar  period.  But  the  world  had  first 
to  be  reconstructed,  and  it  was  on  the  means  of  reconstruction  that 
the  planning  fell  short.  By  the  early  part  of  1947,  recovery  had  been 
brought  to  a  standstill  and  the  political  as  well  as  the  economic  order 
in  Europe  was  in  danger.1  Economic  danger  signals  were  being  hoisted 
all  over  Western  Europe  as  they  had  already  been  hoisted  over 
Germany.  The  new  specialized  international  agencies,  creations  of 
long-run  planning,  were  looking  on  helplessly  while  cries  were  heard 
on  all  hands  for  international  help  of  a  kind  and  on  a  scale  which  they 
were  powerless  to  provide.  The  large  and  complex  structure  of  the 
United  Nations,  with  its  councils,  commissions,  sub-commissions, 
committees,  and  secretariat — which  on  paper  seemed  to  cover  almost 

1  After  the  present  study  was  in  proof  the  following  passage  appeared  in  an 
article  in  the  Contemporary  Review  (Sept.,  1952,  p.  129)  by  M.  Phillips  Price, 
M.P.,  a  distinguished  British  writer  of  long  experience  of  Russian  and  eastern 
European  affairs: 

"There  was  a  time  directly  after  the  war  when  Russian  foreign  policy  seemed 
ready  to  cooperate  with  Western  Europe  at  least  to  the  extent  of  not  wanting 
to  force  Communism  on  their  zone  of  Germany.  .  .  .  There  was  certainly  a  pos- 
sibility at  this  time  that  the  Western  Slav  States  like  Poland  and  Czechoslovakia 
would  be  left  alone  to  form  non-Communist  but  Russian-friendly  governments, 
and  that  'united  fronts'  would  be  allowed  to  function.  Russia's  stock  stood  high 
at  this  time  among  some  non-Communist  parties  in  Eastern  Europe.  If  that  de- 
velopment had  been  allowed  to  go  on,  the  prospects  of  creating  a  unified  Germany 
on  good  terms  both  with  the  East  and  the  West  would  have  been  considerable. 
But  the  dream  faded.  The  Soviet  elections  in  February,  1946,  removed  most  non- 
Communist  elements  from  the  Soviet  Parliament.  The  non-Communist  generals 
of  the  Red  Army  were  retired  during  the  course  of  1946,  and  the  decks  were 
cleared  for  an  all-out  Communist  drive  in  foreign  policy.  Even  so,  the  policy  did 
not  become  clear  till  1947,  when  in  the  spring  of  that  year  Russia  rejected  the 
Marshall  Aid  plan  and  compelled  her  Western  Slav  neighbours  to  do  the  same. 
The  deepening  economic  crisis  in  Europe,  the  beginning  of  the  inflationary  wave, 
and  the  petering  out  of  the  American  loan  before  Marshall  Aid  was  offered,  made 
it  appear  that  'Western  Capitalism'  was  entering  upon  a  period  of  rapid  decline, 
which  would  justify  the  orthodox  Communist  doctrine  of  the  expansion  of  World 
Revolution  and  the  advance  of  Russia's  frontiers  and  those  of  her  satellites  west- 
wards. All  that  has  happened  since  then  over  Germany  springs  from  this  develop- 
ment of  Russian  policy  early  in  1947." 

Insofar  as  this  point  of  view  is  accepted,  the  central  thesis  of  the  present  study 
goes  far  to  interpret  the  course  of  political  as  well  as  economic  events  in  the 
postwar  period  and  to  uncover  one  of  the  main  reasons  for  the  turn  for  the  worse 
which  international  relations  have  taken  in  the  last  five  or  six  years.  I  would  be 
inclined  to  link  the  effects  of  the  economic  errors  which  led  up  to  the  crisis  of 
1947  with  the  effects  of  the  hasty  demobilization  of  the  Western  armies  and  the 
careless  talk  of  some  members  of  the  American  delegation  at  Yalta  on  the  prob- 
ability of  early  withdrawals  of  American  troops  from  the  occupation  forces  in 
Germany. 
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every  economic  issue — were  floundering  without  clear  sense  of  direc- 
tion. The  postwar  plans  framed  during  the  war  had  been  tried.  They 
had  great  accomplishments  to  their  credit,  notably  in  the  relief  of 
Eastern,  Central  and  Southern  Europe  and  the  orderly  distribution 
of  scarce  materials  and  services.  But  on  the  broader  issues  they  had 
been  found  wanting. 

Then  followed  a  heroic  period  in  international  economic  history, 
which  lies  beyond  the  scope  of  the  present  study.  In  it  the  Marshall 
Plan  stands  out  as  the  boldest,  the  most  imaginative,  and  the  most 
successful  constructive  international  measure  ever  executed.  Many 
failures  were  belatedly  redeemed  by  the  sweep  and  generosity  with 
which  it  was  applied  to  Western  and  Southern  Europe  after  1947. 
For  the  first  time  the  main  energies  of  the  governments  were  given  to 
the  task  of  dealing  with  immediate  reconstruction  on  a  scale  related 
to  its  magnitude.  The  new  policy  placed  first  things  first,  subordinated 
long-run  rules  of  the  game  to  short-run  exigencies,  and  not  only  re- 
turned to  the  conception,  held  in  Washington  up  to  1944,  that  con- 
sumer goods  should  be  supplied  through  grants  and  not  loans  but 
went  even  further  and  supplied  large  quantities  of  producer  goods 
through  grants.  Moreover,  to  the  immense  credit  of  the  State  Depart- 
ment and  the  Economic  Cooperation  Administration  and  in  spite  of 
the  efforts  of  recalcitrant  congressmen,  this  large-scale  assistance  was 
given  without  improper  interference  in  the  internal  affairs  of  the  re- 
ceiving countries. 

The  effects  were  remarkable.  Stocks  of  essential  commodities  were 
replenished,  "bottlenecks"  were  cleared,  undernourishment  was  for 
the  most  part  eliminated,  full  employment  was  achieved  and  main- 
tained in  most  areas,  and  hope  was  renewed  among  those  who  had 
borne  the  burden  and  heat  of  the  day  during  six  years  of  war.  The 
"battle  of  production"  was  largely  won  in  Western  and  Southern 
Europe  in  1948,  1949,  and  the  first  half  of  1950.  Not  all  difficulties 
of  production  were  removed,  but  the  rise  of  production  exceeded  all 
expectations  and  proved  that  the  vigor  and  capacity  of  the  peoples 
of  Europe  and  especially  of  the  people  of  Britain,  with  their  capable 
Labor  Government,  were  undiminished.  At  the  same  time  Western 
Europe,  especially  Britain,  the  Scandinavian  countries,  and  the 
Netherlands,  continued  to  carry  through  quiet  and  peaceful  internal 
revolutions,  removing  many  of  the  undue  inequalities  and  insecurities 
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of  the  past,  proving  that  totalitarian  communism  is  not  only  unneces- 
sary but  also  far  less  effective  than  democratic  socialism  as  an  instru- 
ment for  banishing  wretchedness  and  want,  from  modern  society,  and 
demonstrating  that  the  welfare  state  and  democracy  are  not  only 
compatible  with,  but  in  the  long  run  are  increasingly  necessary  the 
one  to  the  other. 

Simultaneously,  the  gradual  elimination  of  the  influence  of  Mr. 
Morgenthau  and  Mr.  Pauley  from  policy  toward  Germany,  the 
modification  or  removal  of  many  restrictions  on  industry,  the  belated 
removal  of  strait  jackets  on  exports,  the  belated  reform  of  the  cur- 
rency, the  fusion  of  the  Western  Zones  (which  ought  to  have  been 
fused  from  the  beginning)  and  the  later  application  to  them  of  the 
European  Recovery  Program,  set  that  part  of  Germany  which  had 
escaped  totalitarian  shackles  on  the  road  to  reconstruction  and  to 
reunion  with  the  European  community.  New  errors,  which  lie  be- 
yond the  scope  of  this  book,  have  been  committed  in  the  process  and 
it  would  be  unwise  to  assume  complacently  that  Germany  has  yet 
shaken  off  its  craving  for  authority  and  its  insensitiveness  to  the 
horrifying  misdeeds  of  its  recent  past.  Political  Washington,  with 
characteristic  impulsiveness,  has  been  pushed  by  an  irresponsible 
Congress  from  one  extreme  to  another,  and  with  characteristic  forget- 
fulness  has  criticized  the  Allies  who  vainly  protested  against  the  one 
for  unwillingness  to  fly  suddenly  to  the  other.  But  much  progress  has 
been  made. 

If,  as  is  sometimes  said,  the  "battle  of  production"  in  Europe  has 
been  won,  the  battle  of  exchange  and  distribution  still  hangs  in  the 
balance.  The  error  of  underestimating  the  dislocation  of  the  world 
multilateral  trading  system,  and  seeking  the  reconstruction  of  trade 
only  through  the  reduction  of  trade  barriers  and  the  maintenance  of 
full  employment,  has  not  yet  been  fully  repaired  and  will  certainly 
take  much  longer  to  repair.  To  restore  the  processes  of  exchange  is 
far  more  difficult  than  to  rebuild  the  means  of  production.  Even  if  this 
difficulty  had  been  clearly  foreseen  in  detail  it  is  unlikely  that  a  prompt 
remedy  for  it  could  have  been  devised.  It  goes  deeply  into  the  entire 
structure  of  international  trade,  credit,  and  economic  development, 
and  cannot  be  resolved  by  purely  financial  measures  or  by  the  "auto- 
matic operation  of  the  price  system."  If  a  solution  is  to  be  found  in  a 
reasonable  time  a  new  concerted  effort  of  international  planning  will 
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be  necessary  to  ensure  consistent  policies  of  economic  specialization 
and  economic  development. 

But  the  unsettled  political  state  of  the  world  will  inevitably  delay 
the  establishment  of  a  new  and  viable  world  multilateral  trading  sys- 
tem. Even  if  the  armaments  race  had  not  been  intensified  since  the 
middle  of  1950,  the  unstable  political  conditions  in  Asia  would  have 
hindered  the  restoration  of  world  trade.  And  even  if  serious  political 
friction  had  ended  with  the  war,  the  reconstruction  of  a  world-wide 
trading  system  permitting  free  and  general  convertibility  of  currencies 
would  have  taken  much  time.  It  depends  as  much  on  "real"  as  on  mone- 
tary developments,  and  no  fiscal  and  financial  policies  alone  can  attain 
it  or  hold  it  after  it  has  been  attained.  It  depends  as  much  on  the  stages 
and  conditions  of  economic  development  reached  in  different  areas  as 
on  the  differences  between  the  natural  resources  in  them.  But  the 
diversion  of  equipment,  labor,  and  materials  from  production  of 
peacetime  goods  to  production  of  the  means  of  war,  though  at  first  it 
brought  sterling  and  the  dollar  nearer  to  adjustment,  will  intensify 
old  disharmonies  and  create  new  ones  in  the  longer  run.  The  resump- 
tion of  the  rise  in  the  prices  of  raw  materials  in  comparison  with  those 
of  manufactured  goods,  which  is  partly  a  reflection  of  the  process  of 
drawing  materials  away  from  peacetime  uses  to  military  uses,  will 
damage  particularly  those  manufacturing  countries  in  Western  Europe 
which  import  much  of  their  food  and  industrial  raw  materials.  The 
development  of  the  export  industries  on  which  Britain  in  particular, 
and  after  her  the  other  Western  European  countries,  must  depend 
for  the  reestablishment  of  Europe  in  a  reasonably  stable  pattern  of 
world  trade  will  be  hindered. 

Consequently,  we  would  do  well  to  refrain  from  premature  op- 
timism, to  observe  patience  and  restraint  in  international  economic 
matters,  and,  without  sacrificing  anything  essential  to  the  defense  of 
the  Western  World,  to  shape  armaments  policy  in  such  a  way  as  to 
avoid  unnecessary  prejudice  to  the  aim  of  restoring  world  trade.2 
And,  second,  without  sacrificing  the  long-run  aim  of  freer,  non- 
discriminating trade,  we  would  do  well  to  follow  a  flexible  and  not  a 
doctrinaire  commercial  policy.  This  implies,  not  that  there  should  be 
no  rules  of  the  game,  as  a  few  British  writers  seem  to  imply,  but  that 

2  The  course  of  stockpiling  in  the  United  States  had  not  always  conformed  to 
this  principle. 
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exceptions  to  long-run  principles  must  continue  to  be  made  for  some 
time  to  come. 

Since  the  middle  of  1950  the  resumption  of  preparations  against 
the  danger  of  war  has  raised  once  more  the  fundamental  issues  con- 
cerning the  comparative  weight  to  be  given  to  the  short  run  and  the 
long  run  which  this  study  has  examined  for  the  war  and  early  postwar 
years.  On  the  whole  it  increases  the  weight  which  must  be  given  to 
short-run  principles  and  will  force  a  postponement  of  the  application 
of  long-run  principles.  The  International  Monetary  Fund,  with  its 
recent  statement  regarding  the  abandonment  of  discriminations,  and 
the  International  Chamber  of  Commerce,  with  its  doctrinaire  ap- 
proach to  the  present  crisis,  wish  to  continue  in  a  path  along  which  we 
can  go  little  further  until  present  political  difficulties  have  lessened. 
As  I  write  these  closing  lines,  there  are  signs  in  some  quarters  of  a 
disposition  to  return  to  the  economic  errors  of  the  peace  and  to  harp 
unduly  on  the  long  run  before  we  have  nearly  surmounted  the  diffi- 
culties of  the  short  run  and,  in  fact,  at  a  time  when  these  difficulties 
are  more  likely  to  be  intensified  than  to  be  relieved  in  the  near  future. 

Before  concluding  this  study  something  should  be  said  of  the 
more  general  underlying  influences  which  affected  the  shape  of  post- 
war plans,  both  their  merits  and  their  defects. 

First,  the  question  arises  how  far  the  plans  were  a  reflection  of  the 
state  of  economic  knowledge  of  the  day.  It  must  be  admitted  at  once 
that  in  the  last  resort,  the  judgment  of  those  at  high  levels,  based  often 
on  what  was  believed  to  be  political  expediency,  determined  the  course 
which  was  followed.  The  recommendations  of  the  economists  in  gov- 
ernment were  not  always  followed.  Thus  the  economists  were  not 
responsible  either  for  all  the  economic  errors  or  even  for  all  the  eco- 
nomic merits  of  the  peace.  They  had  to  work  within  the  limitations  of 
the  existing  organization  of  government  and  even  when,  as  in  Britain, 
that  organization  was  adapted  to  meet  the  needs  of  the  times,  the 
preparation  and  still  more  the  adoption  of  plans  were  sometimes  de- 
layed unduly.  Notwithstanding  these  limitations,  the  economist  played 
an  immensely  greater  role  in  the  affairs  of  state  than  ever  before.  An 
impressive  array  of  economic  talent  was  brought  into  the  service  of 
government  in  London,  Ottawa,  and  Washington,  and  the  mark  of 
the  economist  is  plainly  to  be  seen  in  much  of  the  planning  and  in  the 
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international  institutions  that  were  proposed  and  some  of  which  were 
created  to  give  effect  to  it.  Moreover,  the  existence  of  a  common 
stream  of  Western  economic  tradition,  common  economic  standards 
to  which  appeal  might  be  made,  and  common  experience  derived  from 
prewar  international  mingling  in  professional  and  private  economic 
activities,  aided  official  negotiations  and  still  more  the  informal  discus- 
sions that  preceded  them. 

The  record  which  has  been  analyzed  in  the  preceding  chapters  seems 
to  justify  one  clear-cut  conclusion :  the  economists  were  more  success- 
ful in  planning  for  the  long  run  than  in  planning  for  the  short  run. 
The  Fund,  the  Bank,  and  the  proposed  International  Trade  Organiza- 
tion were  in  the  main  the  creation  of  economists.  They  reflect,  also, 
the  advantages  derived  from  the  common  background  of  economic 
thought  in  the  Western  World,  particularly  in  the  English-speaking 
world.  But  there  is  much  less  evidence  of  outstanding  initiative  or  of 
important  contributions  by  economists  in  planning  during  the  war  for 
immediate  postwar  reconstruction.  For  the  most  part,  those  who  car- 
ried out  such  limited  and  insufficient  work  as  was  done  in  this  field 
were  officials  who  had  been  previously  occupied  mainly  with  wartime 
supply  matters.  It  may  be  argued  that  the  economists  were  not 
charged  to  work  in  this  field  and  that  they  cannot,  therefore,  be  held 
responsible  for  the  neglect  of  it  in  the  planning.  But  this  is  hardly 
a  satisfactory  explanation,  for  if  the  economists  had  strongly  felt  the 
need  of  greater  attention  to  reconstruction  questions  they  would  have 
striven  hard  to  make  their  views  known  through  various  channels.  So 
far,  I  have  been  unable  to  find  much  evidence  that  they  did  so. 

It  was  not  only  in  the  short-term  field  of  reconstruction  that  weak- 
nesses in  present  economic  fashions  revealed  themselves :  in  the  long- 
as  well  as  the  short-run  view  of  international  trade,  postwar  issues 
were  oversimplified  and  postwar  plans  one-sided,  as  a  direct  conse- 
quence of  the  prevailing  trends  of  economic  thought  and  particularly 
of  the  insufficiently  critical  use  of  the  "national  income  approach"  to 
economics,  or,  more  broadly — to  use  contemporary  jargon — "aggre- 
gative economics"  or  "macro-economics."  These  approaches  to  eco- 
nomics abstract  drastically  from  the  substance  of  economic  geography. 
They  obscure  the  variety  of  human  needs  and  of  human  wants  and  of 
the  kinds  of  goods  and  methods  of  production  used  to  satisfy  them. 
As  they  are  concerned  primarily  with  domestic  economic  accounting, 
so,  naturally,  they  bypass  the  complicated  structure  of  the  network  of 
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world  trade  and  nowhere  call  for  unified  appraisal  of  international 
economic  conditions.  The  habit  of  dealing  in  monetary  units,  and  in 
percentages  derived  from  them,  with  large  aggregate  valuations  of 
heterogeneous  data  covering  widely  different  goods  and  services  and 
economic  activities,  though  it  has  led  to  improvements  in  national 
accounting,  is  full  of  dangers  where  inter-regional  and  international 
questions  are  concerned.  Two  familiar  examples  will  serve  as  illus- 
trations of  these  dangers.  The  first  is  the  argument  widely  used  in 
the  past  that  because  the  money  value  of  American  imports  and  ex- 
ports of  goods  constitute  only  a  small  percentage  of  the  American 
national  income,  the  United  States  was  nearly  self-sufficient  and  the 
loss  of  its  foreign  trade  would  not  be  a  great  catastrophe.  A  second 
and  more  recent  example  is  the  argument  of  certain  American  and 
British  economists  that  the  loss  of  British  foreign  investments  during 
the  war  was  not  important  because  the  income  from  them  was  only  a 
small  proportion  of  the  national  income.  These  arguments,  which 
have  been  used  chiefly  as  instruments  of  doctrinal  controversy,  merely 
obscure  the  real  issues  and  lead  into  blind  alleys.  In  such  settings  the 
concept  of  national  income  is  out  of  place — a  hypothetical  measure  of 
little  significance. 

The  need  of  organized  international  economic  knowledge  and  skill 
has  steadily  increased  since  the  First  World  War  broke  out.  The 
secretariats  of  the  League  of  Nations  and  the  International  Labor 
Office  laid  much  of  the  foundation  during  the  interwar  period,  and 
the  postwar  planners  went  further  during  the  Second  World  War. 
The  universities  have  made  important  contributions,  but  it  could 
hardly  be  expected  that  they  would  keep  pace  with  the  rapid  increase 
in  demand  for  appropriately  trained  workers,  especially  since  so  many 
of  their  best  teachers  were  drawn  away  into  government  service  dur- 
ing emergencies.  Apart  from  quantitative  shortages,  there  is  room 
for  changes  in  the  type  of  training  of  those  who  will  enter  the  inter- 
national field :  present  fashions  in  the  study  of  economics,  geography, 
and  history  are  not  suited  in  all  respects  to  the  needs  of  the  interna- 
tional worker.  Today  most  of  the  academic  economists  are  far  more 
at  home  in  the  study  of  value  theory,  of  the  trade  cycle,  of  national 
income  analysis,  of  statistics  and  econometrics,  than  they  are  in  the 
study  of  history  and  geography  and  the  organization,  structure  and 
workings  of  agriculture,  mining,  manufacturing,  industry,  transport, 
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and  trade.  Although  these  two  groups  of  study  impinge  on  one  an- 
other, the  study  of  the  first  group  is  frequently  carried  on  with  only 
a  superficial  knowledge  of  the  second.  A  shortage  of  staff  with  a  good 
knowledge  of  the  second  group  contributed  to  the  delay  in  the  recog- 
nition of  the  needs  of  reconstruction.  My  suggestion  would  be  that 
part  of  the  time  given  to  the  exceptionally  time-consuming  studies  of 
mathematics  and  statistics  would  be  better  given  to  filling  these  gaps.3 
On  the  other  hand,  the  economic  geographers  and  some  of  the  eco- 
nomic historians  seem  to  have  developed  the  opposite  vices  and  have 
been  unduly  concerned  with  classification  and  description  and  too 
frugal  in  analysis  and  conceptual  schemes.  General  historians  have 
also  at  times  shown  insufficient  discrimination  in  attempting  to  inter- 
pret international  events  that  involve  difficult  geographical  and  eco- 
nomic questions.4  However,  the  war  demonstrated  once  again  the 
error  of  assuming  that  an  academic  apprenticeship  in  economics  is 
always  an  indispensable  part  of  the  equipment  of  a  civil  servant  who 
is  called  on  to  deal  with  international  economic  affairs.  There  were 
outstanding  exceptions  in  several  countries  both  in  the  temporary 
and  the  permanent  civil  service.  Diversity  rather  than  uniformity  of 
training  will  best  meet  the  newer  needs  of  governments  and  inter- 
national organizations :  it  should  be  a  diversity  that  leaves  no  impor- 
tant gap  unfilled  in  the  national  and  international  civil  services  as  a 
whole. 

However  well  qualified  the  national  and  international  civil  services 
may  be,  the  organization  and  allocation  of  the  work  on  international 
economic  matters  raise  great  difficulties  both  in  national  govern- 
ments and  in  international  organizations.  The  dangers  as  well  as  the 
advantages  of  specialization  stand  out  clearly  in  the  present  study. 
During  the  war,  specialization  aggravated  the  artificial  separation 
(which  originated  partly  in  political  expediency)  between  planning 
for  relief,  planning  for  reconstruction,  and  planning  for  the  long  run. 

3  This  is  not  to  suggest  a  uniform  training  for  all  comers.  Doubtless  it  would  be 
profitable  for  those  who  have  a  special  bent  for  mathematics  and  statistics  to  con- 
tinue to  give  a  large  part  of  their  time  to  these  studies,  even  to  the  neglect  of  some 
of  the  fields  whose  importance  I  have  stressed.  But  this  necessitates  an  opposite 
emphasis  in  the  training  of  others  who  probably  constitute  a  large  majority. 

4  Sometimes  underestimating  but  sometimes  overestimating  economics  and  geog- 
raphy. However,  there  are  marked  advances  among  modern  historians  :  for  instance, 
Philip  Mosely,  trained  as  a  general  historian,  showed  excellent  economic  under- 
standing in  the  discussions  connected  with  the  work  of  the  European  advisory  com- 
mission. 
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Jurisdictional  difficulties  sometimes  hindered  planning  and  stood  in 
the  way  of  a  coordinated  advance  along  the  whole  front.  They  were 
affected  by  the  form  as  well  as  the  size  of  the  government.  In  London 
the  existence  of  the  cabinet  secretariat  and  the  cabinet  committee 
under  the  Lord  President  of  the  Council  diminished  these  difficulties. 
In  Washington  attempts  were  made  under  a  wholly  different  structure 
of  government  to  coordinate  the  work  on  postwar  matters.  The 
Executive  Committee  on  Economic  Foreign  Policy  achieved  more 
than  the  other  committees  that  were  tried  and  discarded,  but  its 
recommendations  on  Germany  were  ignored  and  its  support  of  a 
simpler  form  of  reducing  tariffs  was  nullified  by  the  Assistant  Secre- 
taries, although  in  retrospect  its  judgment  must  be  pronounced  correct 
in  both  cases. 

The  structure  of  international  organizations  which  resulted  from 
the  postwar  planning  likewise  created  many  difficulties  of  coordina- 
tion and  allocation  of  functions.  It  was,  however,  the  outcome  of 
political  decisions  rather  than  of  a  careful  appraisal  of  the  respective 
merits  of  specialized  agencies  on  the  one  hand  and  a  single  all-embrac- 
ing international  organization  on  the  other.  The  decision  not  to  revive 
the  League  of  Nations,  nor  to  establish  a  successor  to  it  until  late  in 
the  war,  played  a  large  part  in  the  establishment  of  a  network  of 
specialized  agencies  the  relation  of  whose  work  to  that  of  the  United 
Nations  had  subsequently  to  be  determined :  it  was  the  only  alterna- 
tive to  a  standstill  along  the  whole  front  of  postwar  international 
economic  organization  until  near  the  end  of  the  war. 

The  growth  of  population  and  specialization  in  economic  life  and 
the  extension  of  the  economic  functions  of  government  are  making 
greater  demands  on  organizing  skill  than  ever  before  in  history. 
Students  of  population  have  usually  been  too  much  concerned  with 
the  alleged  inadequacy  of  natural  resources  to  meet  the  needs  of  in- 
creasing populations  and  too  little  concerned — it  might  almost  be  said 
wholly  unconcerned — with  the  increased  difficulties  of  social  organiza- 
tion which  increased  numbers  create.  Today  the  advocates  of  political 
unification  of  smaller  nations  would  add  to  these  difficulties  by  super- 
imposing on  the  natural  increase  in  the  size  of  nations  still  greater 
increases  through  fusion  of  territories.  The  contrast  which  this  study 
has  shown  between  government  organization  in  Washington  and  that 
in  London  and  Ottawa  will  illustrate  these  difficulties  and  serve  as  a 
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warning.  Nor  are  internal  conditions  in  the  Soviet  Union  reassuring 
as  to  the  prospects  of  organizing  large,  diverse  continental  societies  in 
single  states. 

The  problems  of  large-scale  organizations  in  government,  as  in  in- 
dustry, are  particularly  formidable  in  the  United  States.  The  size  of 
the  structure  of  government  and  the  nature  of  the  Constitution  make 
it  even  more  difficult  in  Washington  than  in  the  other  Western  capi- 
tals to  plan  evenly  over  the  entire  field  of  international  economic 
matters.  Although  the  machinery  for  consultation  among  depart- 
ments, agencies,  and  divisions  has  been  extended  since  the  war,  it 
remains  cumbersome.  The  loss  of  time  and  the  expenditure  of  energy 
in  the  process  of  reaching  agreement  within  the  government  is  still 
excessive  and  continues  to  deter  a  number  of  able  persons  from  enter- 
ing or  continuing  in  government  service.  Internal  reorganizations 
since  the  war  have  given  a  greater  appearance  of  "coordination,"  but 
the  number  of  persons  who  have  to  be  consulted  before  a  decision  is 
reached,  and  the  time  taken  to  reach  a  decision,  have  increased  rather 
than  diminished.  No  improvement  is  possible  until  the  number  of 
persons  who  take  part  in  reaching  each  decision  is  reduced.  But  much 
depends  on  the  way  in  which  this  is  done :  reduction  may  lead  to  a 
deterioration  in  the  quality  of  decisions  unless  consultation  is  limited 
mainly  to  those  who  have  the  greatest  direct  knowledge  and  experi- 
ence of  the  question  on  which  a  decision  is  sought,  regardless  of  their 
ranking  in  the  bureaucratic  hierarchy.  Some  exceptions,  arising  out 
of  the  relation  between  rank  and  responsibility,  would  have  to  be 
made  to  this  principle,  but  those  who  are  included  because  of  their 
rank  rather  than  their  direct  knowledge  and  experience  might  well 
be  in  a  minority.  The  opposite  principle  is  more  often  followed,  and 
officials  experienced  in  the  subject  are  frequently  left  in  a  small 
minority.  Some  of  the  trouble,  which  is  more  often  found  in  Washing- 
ton than  in  Whitehall,  is  a  result,  or  perhaps  even  a  cause,  of  the 
chronic  tendency  to  overstaffing  in  government  agencies  in  Washing- 
ton. Many  officials  have  their  fingers  in  too  many  pies.5  The  result  of 
the  change  here  suggested  would  be  that  each  official  would  take  part 
in  fewer  consultations  than  before  but  would  have  more  time  to  con- 

5  In  1943  in  a  conversation  with  a  leading  British  Treasury  official,  I  commented 
on  the  great  burden  of  work  resting  on  a  small  number  of  Treasury  officials  during 
the  war.  He  agreed  but  added,  "Still,  I  would  rather  be  understaffed  than  over- 
staffed." 
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centrate  on  the   subject  on  which   he  was   competent  to  form  a 
judgment. 

But  beyond  the  defects  of  organization  within  the  government  de- 
partments lay  much  graver  and  more  far-reaching  defects  in  the 
organization  of  the  government  of  the  United  States  as  a  whole. 
Individual  civil  servants  and  statesmen  in  Washington  can  act  only 
within  a  political  and  social  framework  the  main  lines  of  which  were 
established  long  ago  in  a  very  different  world  from  the  present,  and 
which,  whether  or  not  it  was  initially  well  designed  for  the  conditions 
of  the  day,  has  never  been  adapted  to  subsequent  changes  at  home  and 
abroad.  However  well  meaning  the  intentions,  however  pure  the 
motives,  however  accurate  the  judgment  of  those  who  directed  the 
postwar  planning  in  Washington  might  have  been,  the  plans  could 
have  been  executed  only  through  a  cumbersome  political  structure 
which  had  been  devised  in  a  simpler  age  for  a  leisurely  society  seeking 
to  live  mainly  within  itself  and  avoid  "entanglement"  with  the  world 
outside,  and  which  had  gathered  later  an  accretion  of  vested  interests 
and  doctrinal  symbols  resistent  to  fundamental  change  and  sheltered 
under  the  sanctity  of  tradition. 

The  political  structure  of  the  United  States  is  less  adapted  to  the 
prompt  and  efficient  conduct  of  external  affairs  than  that  of  any  other 
important  country  with  a  democratic  form  of  government.  The  ac- 
credited representatives  of  the  government  are  placed  in  an  unenviable 
position  both  at  home  and  abroad.  At  home  they  are  individually  sub- 
jected to  irresponsible  attacks  by  the  representatives  of  the  legislature  ; 
attacks  from  which  the  doctrine  of  collective  responsibility  of  the 
cabinet  protects  their  counterparts  in  other  leading  democratic  coun- 
tries. Abroad  they  are  unable  to  speak  for  their  government  with  any- 
thing like  the  degree  of  authority  that  lies  behind  the  utterances  of  the 
representatives  of  other  democratic  countries;  their  ability  to  carry 
out  their  undertakings  is  frequently  in  doubt.  The  system  of  govern- 
ment places  a  premium  on  obstruction  and  weights  the  scales  on  the 
side  of  inertia  and  reaction.  When  bold,  constructive  action  is  needed, 
the  fate  of  an  administration's  proposals  is  always  in  doubt :  there  is 
no  substitute  or  counterpart  to  the  powerful  weapon  of  a  threatened 
dissolution  of  the  legislature,  which  under  the  cabinet  system  a  gov- 
ernment can  hold  over  obstructive  and  recalcitrant  groups  among  the 
elected  representatives.  Moreover,  the  effects  of  such  a  system  on 
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those  who  work  under  it  are  always  discouraging  and  often  demoral- 
izing, deterring  many  of  the  ablest  individuals  in  the  country  from 
careers  in  politics  or  in  the  government  service,  and  leaving  the 
political  field  open  for  those  who,  however  skilled  they  may  be  in  the 
art  of  winning  votes  and  building  political  machines,  have  neither  the 
experience  nor  the  understanding  nor  the  integrity  which  are  in- 
dispensable to  the  worthy  conduct  of  public  affairs  or  to  the  formation 
of  sound  judgments  concerning  the  complex  international  problems 
on  the  solution  of  which  world  peace  and  with  it  the  earthly  destiny 
of  millions  of  human  beings  depend.  And  to  the  outside  world  the 
system  of  government  in  the  United  States  advertises  and  even  exag- 
gerates the  divisions  and  differences  within  the  country,  gives  to  the 
utterances  of  the  baser  types  of  congressman  a  weight  and  significance 
which  they  would  not  have  under  a  cabinet  system,  and  leaves  the 
wondering  onlooker  in  other  countries  puzzled,  bewildered,  and  often 
aghast.  For  a  time  the  emergencies  of  war  subdued  the  voices  of  isola- 
tionists and  reactionaries,  and  after  the  war,  when  they  were  heard 
again  in  less  muffled  tones,  the  statesmanlike  attitude  of  Senator 
Vandenberg  restrained  their  inclination  again  to  destroy  the  hope  of 
international  cooperation,  as  they  had  destroyed  it  in  1919.  The  world 
owes  an  immense  debt  to  the  men  who,  by  unsparing  work,  by  their 
powers  of  organization  and  persuasion,  and  above  all  by  faith  in  their 
cause,  formulated  and  carried  through  the  European  Recovery  Pro- 
gram. But  the  risks  were  great,  and  there  is  no  assurance  that  in 
equally  difficult  situations  in  the  future,  men  of  the  same  happy  com- 
bination of  qualities  will  arise  to  overcome  the  unnecessary  obstacles 
which  a  defective  system  of  government  places  in  the  way  of  construc- 
tive action. 

During  the  second  half  of  the  twentieth  century  the  fate  of  the 
world  for  many  generations  may  well  depend  on  the  part  played  by 
the  United  States  in  international  affairs.  In  these  circumstances  what 
political  reform  could  be  more  important  than  that  which  aims  at 
adapting  the  political  structure  of  the  country  to  the  more  efficient 
conduct  of  international  affairs?  Those  who  belittle  the  chances  of 
fundamental  change  are  taking  refuge  in  a  passive  fatalism  and  a 
counsel  of  despair.  If  man  can  make  political  constitutions  he  can  also 
alter  them  when  alteration  is  imperatively  needed  to  meet  changed 
world  conditions  and  perhaps  even  to  ensure  survival.  What  super- 
stitious sanctity  is  it  that  stands  in  the  way  of  repairing  the  errors  of 
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the  constitution-makers  who  uncritically .  took  over  Montesquieu's 
blundering  misinterpretation  of  the  British  Constitution  in  his  day? 
North  America  itself  contains  a  remarkable  demonstration,  in  Can- 
ada, of  the  practicability  of  applying  the  cabinet  system  to  a  far-flung 
country  inhabited  by  peoples  of  diverse  origin  and  culture.  Over 
nearly  all  the  democratic  world  outside  the  United  States  the  cabinet 
system  has  established  itself  in  some  form  or  other,  and  its  efficiency 
has  been  fully  tested  and  proved  under  diverse  conditions.  In  its  ab- 
sence democratic  government  lapses  into  a  confused  scramble  between 
factions,  without  continuity  of  policy,  without  dignity  or  decorum, 
swayed  by  unholy  combinations  of  vested  interests,  a  house  divided 
against  itself,  not  by  simple  party  divisions  but  by  a  paralyzing  con- 
flict between  executive  and  legislative  which  breeds  continuous  an- 
tagonism within  the  government  of  the  country  and  blocks  all  at- 
tempts to  achieve  national  unity  in  times  of  crisis. 

The  political  system  of  the  United  States  is  that  of  an  elective 
monarchy  in  which  the  monarch  has  extensive  powers  which  are 
viewed  with  perpetual  suspicion  and  jealousy  by  the  legislature.  In 
Western  Europe  and  the  British  Commonwealth,  under  constitutional 
monarchies  the  hereditary  monarchs  have  been  left  without  power 
and,  through  the  cabinet  system  and  the  power  of  dissolution,  the 
executive  and  the  legislature  have  been  successfully  integrated.6  A 
reverse  Point  Four  program  seems  to  be  needed,  under  which  the 
country  that  has  become  the  world's  greatest  industrial  innovator  at 
the  present  time,  and  is  advising  a  number  of  other  countries  on  the 
adoption  of  new  industrial  machinery,  would  itself  be  ready  to  intro- 
duce new  political  machinery  of  demonstrated  superiority,  and  to 
displace  the  old,  which  hinders  the  efficient  conduct  of  public  affairs 
abroad  as  well  as  at  home. 

But  the  improvement  of  the  machinery  of  government,  although 
important  and  indispensable,  would  be  only  a  partial  remedy  for  the 
conditions  that  led  to  the  economic  errors  of  the  peace.  Great  Britain, 
with  a  cabinet  system  of  government,  with  a  genius  for  the  develop- 
ment of  democratic  institutions  that  has  sowed  the  seeds  of  democracy 
in  North  America,  in  parts  of  Asia,  and  in  Australia,  and  is  now 

6  The  shortcomings  of  French  government,  so  far  as  they  arise  out  of  structural 
defects,  are  plainly  due  to  a  failure  to  adopt  the  practice  of  immediate  dissolution 
when  the  cabinet  is  defeated  on  an  important  issue.  Hence  cabinet  succeeds  cabinet 
with  infrequent  general  elections,  and  an  irresponsibility  is  engendered  in  the  leg- 
islature similar  to  that  shown  in  the  U.S.  Congress. 
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sowing  them  in  parts  of  Africa,  nevertheless  shares  responsibility  for 
some  of  the  economic  errors  of  the  peace.  The  course  of  planning  for 
postwar  Germany  shows  that  the  cabinet  system  is  not  a  panacea  for 
all  political  ills.  It  did  indeed  prevent  the  gross  errors  committed  in 
Washington,  for  no  one  in  the  British  government  had  the  powers  of 
the  President  of  the  United  States  to  approve  a  statement  of  policy  on 
Germany  by  the  head  of  the  Treasury  and  without  the  consequence  or 
even  the  knowledge  of  the  Secretary  of  State.  The  Prime  Minister's 
irregular  action  at  Quebec  was  promptly  challenged  by  the  Foreign 
Office.  Again,  the  Chancellor  of  the  Exchequer  could  not  have  flown 
to  Washington  and  urged  on  Secretary  Hull  the  adoption  of  an  indi- 
vidual policy  of  his  own  on  postwar  Germany  or  indeed  any  other 
important  subject.  But  if  the  form  of  government  in  Britain  saved 
her  from  the  worst  blunders  of  Washington  on  postwar  policy  toward 
Germany,  it  did  not  save  the  British  government  from  sins  of  omis- 
sion which  in  international  affairs  may  at  times  be  as  important  as 
sins  of  commission.  As  we  have  seen,  the  British  cabinet,  although  it 
had  command  of  far  better  resources  for  the  making  of  plans  and 
policies  on  postwar  Germany,  drifted  inactively  and  allowed  the 
initiative  to  pass  to  Mr.  Morgenthau  and  his  active  sympathizers  in 
Washington,  and  to  MM.  Stalin  and  Molotov  in  Moscow,  remaining 
thereafter  on  the  defensive,  and  able  to  mitigate  only  in  detail  some 
of  the  worst  features  of  the  plans  of  Washington  and  Moscow.  It  was 
a  sad  failure  in  cabinet  leadership. 

It  does  not  follow,  of  course,  that  improved  organization  would 
have  done  nothing  to  remedy  such  failures.  Since  the  outbreak  of  the 
First  World  War  the  functions  of  government  have  greatly  increased ; 
each  member  of  the  cabinet  has  been  overworked,  and  it  has  been  im- 
practicable for  him  to  master  all  the  issues  arising  outside  his  own 
department  on  which  the  cabinet  has  had  to  reach  decisions.  The 
cabinet  system  is  not  a  static  institution  and  there  is  need  of  study 
and  experiment  to  adapt  it  to  the  greater  demands  made  upon  it. 

But  the  accomplishments  and  failures  in  the  preparation  and  execu- 
tion of  plans  for  the  postwar  period  cannot  be  explained  wholly  by 
taking  account  of  defective  organization  as  well  as  of  faulty  economic 
judgment.  Some  of  the  difficulties  which  the  planners  faced  were  not 
the  outcome  of  mere  lack  of  economic  knowledge  and  insight  nor  of  a 
mere  outmoded  structure  of  government.  The  acceleration  of  postwar 
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planning  in  some  fields,  its  retardation  in  others,  and  the  uneven 
development  in  the  different  fields  both  of  planning  and  execution, 
which  led  to  serious  crises  in  the  postwar  period,  can  be  traced  in  part 
to  the  characters  of  individuals  who,  in  the  same  social  setting,  were 
moved  by  different  sentiments,  responded  to  different  stimuli,  acted 
from  different  motives,  and  sought  different  ends  from  those  which 
would  have  guided  other  individuals  who,  but  for  historical  accidents 
or  casual  events,  might  have  been  in  their  places.  The  unique  charac- 
ter of  the  individual  goes  far  to  determine  the  destinies  of  nations  and 
decide  the  fate  of  the  world. 

To  say  this  is  not  to  revert  to  a  "great  man"  theory  of  history.  As 
we  have  seen,  some  of  the  individuals  who  markedly  influenced  post- 
war planning  and  the  execution  of  plans  were  far  from  being  great 
men,  and  even  great  men  influence  history  by  their  smallness  as  well 
as  by  their  greatness.  Moreover,  the  opportunities  of  great  men  or 
potentially  great  men  to  reach  leading  positions  vary  with  the  nature 
of  the  society  in  which  they  are  placed :  recently,  for  example,  medioc- 
rity has  seemed  to  have  advantages  over  greatness  in  the  politics  of 
the  United  States,  just  at  a  time  when  greatness  was  most  needed. 
It  is  the  uniqueness  of  the  individual  and  not  necessarily  the  greatness 
of  particular  individuals  which,  notwithstanding  social  heritage  and 
material  limitations,  goes  far  to  determine  the  course  of  history  in  the 
end.  And  that,  I  suggest,  will  never  be  exhaustively  laid  bare,  and 
may  not  even  be  penetrated  far,  by  scientific  analysis. 

Thus  morality  takes  its  place  along  with  knowledge  and  organiza- 
tion as  a  fundamental  determinant  of  the  course  of  international  rela- 
tions. But  its  ramifications  are  extraordinarily  complex  and  cannot  be 
comprehended  in  simple  formulas.  Indeed,  in  international  affairs  we 
can  rarely  make  a  complete  separation  between  the  sheep  and  the 
goats.  It  would  even  be  an  oversimplification  to  state  that  there  are 
both  sheep  and  goats  within  each  nation  and  that  the  category  in 
which  the  nation  as  a  whole  belongs  is  determined  by  the  prepon- 
derance of  the  one  or  the  other.  The  fact  is  that  there  are  charac- 
teristics of  the  sheep  and  characteristics  of  the  goat — as  the  shepherd 
saw  them — not  only  within  each  nation  but  also  within  each  indi- 
vidual.7 Moreover,  each  individual,  however  consistently  he  may  have 

7  Doubtless  the  analogy  is  unduly  flattering  to  the  sheep,  unduly  disparaging  to 
the  goat  and  uncomplimentary  to  the  human  being,  but  I  am  provisionally  accept- 
ing the  comparative  valuations  of  the  Eastern  shepherd! 
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displayed  the  characteristics  of  the  sheep  in  the  past,  remains  subject 
to  the  temptation  to  lapse  into  the  behavior  of  the  goat  in  the  future. 

But  the  individual,  so  far  as  he  can  be  judged  at  all  by  his  fellow 
men,  must  be  judged  according  to  his  lights:  morality  cannot  be 
separated  completely  from  knowledge  and  understanding.  The  present 
regime  in  China,  for  example,  seems  deplorably  ignorant  of  the  out- 
side world.  It  has  misjudged  the  motives  and  strength  of  the  West, 
shown  undue  subservience  to  the  Soviet  Union,  and  flouted  the  verdict 
of  the  United  Nations.  But  it  has  also  embodied  greater  personal  in- 
tegrity, public  spirit  and  devotion  to  duty  according  to  its  lights  than 
any  Chinese  administration  has  shown  for  many  generations.  Inter- 
national conduct  cannot,  any  more  than  individual  conduct  in  ordi- 
nary, everyday  life,  be  represented  in  black  and  white.  The  history  of 
international  affairs  is  full  of  such  paradoxes,  and  one  of  the  tasks  of 
statesmanship  is  to  take  account  of  them  in  the  formation  of  foreign 
policies.  The  failure  to  do  so  in  Washington,  under  pressure  from  a 
legislature  which  throughout  history  has  usually  been  ready  to  sub- 
ordinate the  world  interests  of  the  nation  to  opportunities  of  petty 
local  advantage,  has  turned  the  historic  friendship  of  the  Chinese  for 
the  American  people  overnight  into  hostility. 

The  postwar  international  economic  planning  and  its  application 
have  not  produced  such  spectacular  cases  as  this,  but  moral  conflicts 
within  the  individual  as  well  as  the  community  have  played  an  impor- 
tant part  in  the  outcome.  As  we  have  seen,  the  economic  errors  of  the 
peace  were  not  all  due  to  insufficient  knowledge,  lack  of  foresight,  and 
faulty  judgment.  The  planning  for  postwar  Germany  took  the  wrong 
turn  when  the  desire  for  revenge  and  reprisal  dominated  men  who,  in 
different  directions,  were  constructive  and  generous  in  their  outlook. 
In  other  fields  of  postwar  planning  there  were  times  when  the  courage, 
the  integrity,  and  the  persistence  of  a  small  number  of  persons  who 
did  not  fear  unpopularity  were  more  responsible  than  anything  else 
for  constructive  achievements,  and  there  were  times  when  excessive 
caution  and  fear  of  disapproval  held  back  those  who  would  otherwise 
have  introduced  constructive  measures  or  given  bold  advice  which 
alone  could  have  met  the  needs  of  the  time.  It  is  rarely  possible  to  give 
a  documented  account  of  these  occasions,  but  no  one  who  has  worked 
in  international  affairs  will  deny  their  reality  and  importance  in  deter- 
mining the  course  of  events. 

Thus  improved  organization  and  the  use  of  scientific  knowledge  in 
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international  affairs  will  not  in  themselves  provide  adequate  remedies 
for  existing  international  ills.  Bad  organization  can  obstruct  achieve- 
ment, but  good  organization  cannot  ensure  it:  the  success  even  of 
good  organization  depends  in  the  end  on  the  characters  of  the  indi- 
viduals who  work  within  it.  Nor  can  the  advance  of  scientific  knowl- 
edge and  the  application  of  scientific  methods  to  human  affairs  in  them- 
selves create  international  harmony :  on  the  contrary  they  enlarge  the 
possibilities  of  evil  as  well  as  the  possibilities  of  good.  Ultimately,  the 
course  of  international  affairs,  whether  political  or  economic,  is  deter- 
mined not  only  by  man's  knowledge  but  also  by  his  moral  nature  and 
development.  The  age-long  preoccupation  of  the  human  race  with 
morality  and  religion,  notwithstanding  all  the  difficulties  and  com- 
plexities that  beset  it,  has  not  been  misplaced  and  cannot  be  replaced 
successfully  by  the  modern  preoccupation  with  science  and  material 
welfare.8  Man  will  always  be  haunted  by  the  presence  of  moral  conflict 
permeating  all  human  affairs :  the  conflict  is  no  illusion  and  cannot 
be  explained  away  as  a  result  simply  of  ignorance  or  of  abnormal 
mental  or  emotional  processes.  Advances  in  knowledge  and  improve- 
ments in  organization  will  mitigate  it  at  those  points  where  it  is 
aggravated  by  misunderstanding  or  by  defective  institutions  of  gov- 
ernment. But  the  clash  of  incompatible  desires,  the  conflict  of  unruly 
ambitions,  the  lust  for  personal  gain,  and  the  pursuit  of  irreconcilable 
ends  will  remain  as  ever-present  dangers  deeply  imbedded  in  the 
nature  of  man  and  manifesting  themselves  within  each  individual  as 
well  as  in  the  relations  between  individuals  and  between  nations.  This 
is  not  a  ground  for  despair :  although  man  can  never  secure  himself 
completely  against  lapses,  he  is  capable  of  moral  development.  In  the 
last  resort  it  is  on  this  and  not  on  the  advance  of  scientific  knowledge 
and  the  improvement  of  administrative  organization  that  the  growth 
of  international  justice  and  the  hope  of  international  peace  depend. 

The  constructive  achievements  of  postwar  planning  had  their  origin 
in  the  spirit  of  idealism  which  animated  a  few  individuals  who,  during 
the  strains  and  stresses  of  the  war  and  in  the  turmoil  that  followed  it, 
kept  unfailingly  before  them  the  vision  of  a  better  world  order  to  come 
and  strove  unsparingly  to  lay  its  economic  foundations  in  the  im- 

8  To  avoid  misunderstanding  it  should  be  added  that  this  statement  is  not  intended 
to  imply  either  that  morality  can  be  submerged  into,  or  that  it  can  be  wholly 
separated  from,  religion. 
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mediate  future.  Lord  Keynes  was  in  some  respects  their  spiritual 
leader  and  epitomizes  many  of  their  characteristics.  They  did  not 
work  in  a  spirit  of  academic  detachment  but  with  a  sense  of  mission. 
They  did  not  win  high  material  rewards  and  peaceful  lives  for  them- 
selves, nor  did  they  receive  general  recognition  from  others.  Some  of 
the  most  distinguished  and  irreplaceable  among  them  died  prema- 
turely through  overwork  before  the  fruits  of  their  labors  could  be 
gathered.  Much  of  what  they  did  needs  to  be  supplemented  and  some 
of  it  modified  in  the  future.  But  notwithstanding  mistakes,  omissions, 
and  political  obstacles,  their  work  has  led  to  impressive  gains  in  inter- 
national economic  cooperation.  The  goal  which  they  sought  may  take 
many  generations  to  reach :  success  in  reaching  it  depends  not  merely 
on  knowledge  and  skill  but  also  on  the  maintenance  of  that  spirit  of 
high  endeavor  which  initiated  the  original  plans  in  the  dark  years  of 
war  and  was  reborn  in  the  invention  of  the  European  Recovery 
Program. 

Amid  the  postwar  deterioration  of  international  relations  and  the 
alarming  growth  of  political  reaction  in  Washington  we  would  do  well 
to  recall  that  the  outstanding  postwar  planners  were  men  of  generous 
outlook  and  lively  imagination  who,  above  all,  strove  to  create  truly 
cooperative  international  undertakings  and  not  to  establish  dominion 
over  the  world  by  a  Western  any  more  than  by  an  Eastern  Great 
Power  or  group  of  Great  Powers.  The  methods  used  by  the  Soviet 
Union  to  keep  its  satellites  in  line,  and  the  efforts  of  many  congress- 
men in  Washington  to  withhold  famine  aid  from  India  for  political 
reasons  would  have  been  equally  abhorrent  to  them  and  contrary  to 
their  aim  of  enlarging  the  sphere  of  concerted  international  action,  not 
by  the  dictation  of  the  few  but  by  the  cooperation  of  the  many. 
In  future  movements  toward  a  greater  degree  of  unification  or  com- 
mon action  throughout  the  world  this  fundamental  clash  will  con- 
tinue— between  those  who  would  achieve  their  aim  through  the 
domination  exercised  by  a  single  large  state  or  small  group  of  large 
states,  and  those  who  retain  faith  in  the  possibilities  of  voluntary 
cooperation  among  all  states,  both  great  and  small.  Its  outcome  will 
determine  whether  such  movements  will  bring  a  balance  of  good  or 
evil  to  mankind. 
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